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FOREWORD 


The  National  Conference  of  State  Legislatures  and  the 
Medicaid/Medicare  Management  Institute  are  pleased  to  present 
State  and  Federal  Perspectives  on  Medicaid.  The  problem  of 
containing  Medicaid  costs  has  been  identified  by  most  State 
legislatures  as  a  chief  priority  during  recent  legislative 
sessions.  Consequently,  it  is  critical  that  the  experiences  and 
policies  of  those  States  that  have  achieved  a  measure  of  success 
in  controlling  Medicaid  costs  and  in  managing  their  programs 
effectively  be  highlighted  to  benefit  other  States.  This 
publication  underscores  the  fact  that  some  of  the  most  innovative 
approaches  to  health  care  cost  containment  have  been  initiated  at 
the  State  level. 

It  is  our  hope  that  this  publication  will  be  useful  for  State 
legislators,  staff  Medicaid  program  managers  and  others  concerned 
with  the  provision  of  health  care  to  low  income  individuals. 


Mary  Kenesson 
Director 

Medicaid/Medicare 

Management  Institute 


Earl  S.  Mackey 
Executive  Director 
National  Conference 
of 

State  Legislatures 
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PREFACE 


During  1976  and  1977  the  National  Conference  of  State 
Legislatures  (NCSL),  with  the  cooperation  and  assistance  of  the 
Medicaid  Bureau  within  the  Health  Care  Financing  Administration, 
HEW,  sponsored  four  separate  conferences  on  the  general  themes  of 
improving  the  State  legislative  role  for  oversight  of  the  Medicaid 
program  and  controlling  Medicaid  costs. 

State  and  Federal  officials  involved  with  various  aspects  of 
the  Medicaid  program  were  invited  to  discuss  their  responsibilities 
and  ideas  with  the  participating  State  legislators.  Panels  focused 
on  such  issues  as  management  and  administration,  innovations  in 
cost  containment  and  health  care  regulatory  approaches.  Also,  some 
speakers  were  asked  to  present  broad  perspective  papers  such  as  the 
relationship  of  Medicaid  to  the  entire  health  care  system  and  the 
lessons  of  Medicaid  for  national  health  insurance. 


This  publication  is  a  synopsis  of  the  major  presentations  at 
the  four  conferences  and  represents  an  effort  by  the  NCSL  and  the 
Medicaid/Medicare  Management  Institute  to  share  with  a  wider 
audience  the  major  concepts  and  ideas  discussed.  In  addition,  some 
previously  published  material  of  pertinence  has    been  included. 


When  any  lengthy  presentation  is  reduced  to  a  few  pages,  much 
descriptive  material  must  be  deleted.  However,  every  effort  was 
made  not  only  to  select  the  major  points  made  by  each  speaker,  but 
also  to  retain  the  author's  style  and  phrasing  as  well.  Readers 
are  reminded  that  these  presentations  were  made  over  the  course  of 
nearly  two  years.  Consequently,  the  observations  in  them  reflect 
the  health  care  debate  at  that  time;  more  recent  policies,  ideas 
and  initiatives  are  not  represented. 
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INTRODUCTION 


The  Medicaid  law  (Title  XIX  of  the  Social  Security  Act)  was 
enacted  in  1965  largely  in  the  shadow  of  the  more  widely  recognized 
Medicare  legislation.  Medicare,  an  insurance  program,  was  created 
to  help  pay  medical  bills  for  most  individuals  65  and  older 
regardless  of  their  financial  status.  Medicaid,  on  the  other  hand, 
is  a  programm  financed  by  Federal,  State  and  local  tax  dollars  to 
provide  quality  health  care  to  eligible  poor  citizens  at  an 
affordable  price. 

For  the  most  part,  the  Medicaid  law  provides  that  those 
eligible  for  assistance  under  one  of  the  categorical  welfare 
programs  —  the  aged,  blind  or  disabled  (now  the  Supplementary 
Security  Income  program)  or  adults  and  children  in  families  with 
dependent  children  (AFDC)  —  are  automatically  eligible  for 
Medicaid  services.  In  addition,  States  have  the  option  of 
providing  Medicaid  services  to  the  so-called  "medically  needy"  — 
that  is,  those  categorically  eligible  for  AFDC  or  SSI  but  whose 
incomes  are  above  the  State's  need  standard  for  eligibility. 
Currently,  thirty  three  States  provide  coverage  for  the  medically 
needy.  States  also  have  the  option  of  covering  all  children  under 
21  years  of  age  whose  families  meet  the  State's  income  standard  but 
not  categorical  requirements.  Presently,  twenty  States  have 
selected  this  option.  Finally,  States  may  elect  to  cover  members 
of  families  with  unemployed  fathers.  Thirty  one  States  have  chosen 
this  option. 

There  are  nine  basic  services  mandated  by  the  legislation: 
in-patient  hospital  care,  outpatient  hospital  care,  lab  and  X-ray 
services,  skilled  nursing  facility  services  and  home  health 
services  for  those  21  and  older,  family  planning  services, 
physicians  services,  rural  health  clinic  services,  and  early  and 
periodic  screening,  diagnosis,  and  treatment  for  those  under  21. 
In  addition,  there  are  many  optional  services  a  State  may  wish  to 
provide  for  which  Federal  matching  payments  are  available. 
Examples  of  optional  services  would  be  drugs,  eyeglasses  and  clinic 
services.  With  respect  to  both  mandated  and  optional  services, 
States  have  the  authority  to  define  the  "amount,  duration  and 
scope"  of  these  benefits.  For  example,  while  inpatient  hospital 
benefits  are  mandated  under  the  program,  the  State  has  the 
discretion  to  allow  an  unlimited  number  of  days  of  care  per  year  or 
per  illness,  or  restrict  the  number  of  allowable  days  per  year  or 
per  illness.  Another  example  would  be  that  a  State  could 
legitimately  restrict  the  number  of  visits  to  a  physician  to  one 
per  month,  if  desired.  Moreover,  in  order  to  help  finance  the 
program,  States  may  require  recipients  to  share  in  the  costs  of  the 
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optional  services.  (States  can  impose  cost  sharing  on  the 
medically  needy  for  both  mandatory  and  optional  services,  and  on 
the  categorically  eligible  for  optional  services  only.) 


The  Federal  matching  payments  are  based  on  a  complex  formula 
which  is  designed  to  provide  a  higher  percentage  of  Federal 
matching  to  States  with  low  per  capita  incomes.  The  minimum 
Federal  share  is  set  by  statute  at  50  percent,  with  a  maximum  at  83 
percent.  (Presently  no  State  receives  a  match  higher  than  78 
percent . ) 


A  common  misconception  about  the  Medicaid  program  is  that  it 
covers  all  of  the  poor.  It  clearly  does  not.  The  categorical 
requirement  plus  the  States'  various  income  standards  for 
eligibility  disqualify  many  low  income  individuals  from 
participation  in  the  program.  Estimates  indicate  that  almost  ten 
million  individuals,  or  forty  percent  of  the  nation's  poverty 
population  are  not  eligible  for  Medicaid  benefits.  In  some  States, 
less  than  one  third  of  the  poverty  population  receive  Medicaid 
services . 


The  annual  income  limits  for  eligibility  vary  considerably 
among  States  and,  in  most  instances,  fall  below  the  national 
poverty  level.  For  example,  the  annual  income  need  standard  (as  of 
October  1,  1976)  for  a  family  of  four  ranges  from  a  low  of  $2,244  in 
Texas  to  a  high  of  $6,168  in  Hawaii.  The  income  levels  for 
qualification  under  the  "medically  needy"  program  (as  of  January  1, 
1978)  range  from  a  low  of  $1,400  for  a  family  of  four  in  North 
Carolina  to  a  high  of  $5,600  in  Wisconsin.  Moreover,  the 
distribution  of  Medicaid  payments  does  not  correspond  with  the 
geographical  distribution  of  the  poor.  The  South  receives  less 
than  25  percent  of  Federal  Medicaid  outlays  but  accounts  for  over 
45  percent  of  the  nation's  poor. 

Medicaid  has  been  criticized  throughout  the  years  for  its 
inequities  and  variations.  These  criticisms  have  tended  to 
overshadow  the  fact  that  the  program  has  been  remarkably  successful 
in  meeting  its  primary  objective:  namely  to  improve  the  overall 
access  of  the  poor  to  health  care  services.  Today,  the  poor  who 
qualify  for  Medicaid  are  visiting  physicians  at  a  rate  equivalent 
to  that  experienced  by  the  non-poor.  Critics  will  argue,  however, 
that  the  quality  of  care  delivered  to  the  poor  is  different,  in 
many  instances,  than  that  received  by  the  non-poor.  Nevertheless, 
it  cannot  be  ignored  that  low  income  individuals  are  utilizing  the 
medical  care  system  at  rates  which  are  significantly  higher  than 
when  the  program  began. 
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COST  ESCALATION 


Since  the  initiation  of  the  Medicaid  program,  the  growth  in 
expenditures  has  been  quite  dramatic.  In  FY  1966,  Medicaid's  first 
year  of  operation,  expenditures  totaled  $1.6  billion;  in  FY  1978 
expenditures  reached  $19  billion.  Projections  for  FY  1979  estimate 
expenditures  around  $21  billion,  representing  more  than  a 
thirteenfold  increase  in  as  many  years.  On  the  average  the  States 
and  local  governments  account  for  about  45  percent  of  the  total 
expenditures.  Since  FY  74  Medicaid  costs  have  grown  over  $2  billion 
per  year  —  a  15  percent  annual  increase.  In  FY  68  the  average 
annual  payment  per  Medicaid  recipient  was  $300,  while  in  FY  78  the 
amount  was  $850.  The  number  of  Medicaid  recipients  also  has  risen 
significantly  over  the  past  several  years  —  from  9  million  in  FY 
67  (when  many  States  had  not  yet  submitted  their  program  plans)  to 
a  projected  22  million  in  FY  78.  However,  the  growth  in  recipients 
has  been  essentially  stabilized  since  1974. 

One  statistic,  however,  which  has  remained  fairly  constant 
throughout  the  history  of  the  program  is  that  the  largest 
proportion  of  expenditures  Is  devoted  to  institutional  services 
(hospitals,  skilled  nursing  homes,  and  intermediate  care 
facilities).  In  FY67  such  services  consumed  74  percent  of  program 
expenditures,  while  they  account  for  71  percent  in  FY  77. 

It  is  also  interesting  to  note  that  while  the  aged  comprise 
only  17  percent  of  the  total  Medicaid  population,  they  consume 
almost  40  percent  of  the  total  expenditures.  Children  under  21, 
however,  make  up  almost  50  percent  of  the  Medicaid  population  but 
account  for  only  19  percent  of  the  expenditures. 

The  unacceptable  rate  of  increase  in  State  Medicaid  budgets 
over  the  past  several  years  means  that  fewer  and  fewer  State 
dollars  are  available  for  many  other  worthwhile  State  programs. 
While  some  factors  contributing  to  the  rapid  expansion  in  the  costs 
of  providing  Medicaid  services  are  easily  discernible  —  inflation 
in  medical  prices  and  fees,  a  greater  number  of  individuals  served, 
growth  in  utilization  per  eligible  person  —  effective  and 
equitable  methods  for  controlling  the  acceleration  of  costs  are 
more  elusive. 

With  growing  budgetary  restraints  on  the  one  hand,  and  rising 
medical  costs  on  the  other,  the  States'  most  common  approach  to  the 
problem  was  to  focus  on  reducing  the  scope  of  services  offered,  or 
the  number  of  individuals  served  under  the  Medicaid  program. 
However,  in  recent  years  the  trend  appears  to  move  away  from  cuts 
in  benefits  and  eligibility  as  cost  saving  devices.  In  1975,  over 
half  the  States  took  some  action  at  limiting  benefits  through  such 
measures  as  reducing  optional  services,  limiting  inpatient 
hospitalization  or  restricting  the  number  of  visits  to  a  physician. 
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During  1977,  however,  only  fourteen  States  adopted  one  form  of 
action  or  another  to  limit  program  coverage.  Interestingly,  in  the 
same  year,  nineteen  States  took  some  action  to  expand  coverage. 
For  example,  Delaware,  Indiana,  and  New  Jersey  added  intermediate 
care  facility  services  for  the  mentally  retarded,  Michigan  expanded 
its  program  to  include  outpatient  psychiatric  services,  Kansas 
increased  the  number  of  home  health  aide  visits  from  100  to  200  per 
year,  and  Louisiana  added  a  medically  needy  program. 

Legislators  seem  to  be  increasingly  aware  that  benefit  and 
coverage  limitations,  while  yielding  short  term  savings,  too  often 
only  force  a  substitution  of  more  costly  services,  and  thereby  lead 
to  overall  increases  in  expenditures  and  sometimes  undesirable 
effects  on  recipients'  health  and  welfare.  Consequently,  while 
benefit  limitation  represented  the  most  widely  used  option  for 
controlling  costs  in  the  early  to  mid-70's,  it  has  recently  been 
replaced  with  more  serious  attention  to  structural  reforms  and 
management  improvements.  (However,  income  standards  for  eligibility 
have  not  kept  pace  with  inflation;  this  is,  in  effect,  a  cut  back.) 

Increasing  recognition  has  been  given  over  the  past  few  years 
to  the  contribution  poor  management  and  administration  make  to 
overall  Medicaid  cost  increases.  The  Government  Accounting  Office 
and  the  Inspector  General  of  HEW  have  suggested  that  between  $750 
million  and  $1.5  billion  in  Medicaid  expenditures  are  wasted  or 
inappropriately  spent  each  year  due  to  fraud  and  abuse.  Examples 
of  Medicaid  fraud  and  abuse  include  such  practices  as:  billing  for 
services  not  provided,  bill  padding  by  physicians,  double  billing 
on  claims  already  paid,  kickbacks  by  clinical  laboratories, 
prescribing  excessive  services,  and  overutilization  or 
inappropriate  utilization  of  services. 

As  early  as  1970,  New  Jersey  developed  a  computerized 
information  system  to  detect  patterns  of  fraud  and  abuse  among 
Medicaid  providers  and  recipients.  The  elements  of  that  system 
were  adopted  a  few  years  later  by  the  Department  of  HEW  in 
developing  the  Federal  Medicaid  Management  Information  System 
(MMIS).  The  MMIS  is  designed  to  improve  claims  processing  and  to 
check  such  costly  problems  as  excessive  and  inappropriate 
utilization  of  Medicaid  services.  Under  amendments  to  the  Social 
Security  Act  of  1972,  Congress  authorized  90  percent  matching 
payments  to  the  States  for  the  development  of  MMIS  and  75  percent 
matching  for  the  costs  of  operating  the  systems.  MMIS  systems  are 
capable  of  providing  a  broad  range  of  information  including: 
identification  and  verification  of  all  eligible  recipients  and  all 
providers  qualified  to  render  services;  ensurance  that  correct 
payments  are  made  to  providers;  a  statistical  profile  of  health 
care  delivery  and  utilization  patterns;  and  identification  of 
possible     instances     of     fraudulent     and  abusive     practices.     As  of 
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March,  1979,  twenty  three  States  had  fully  certified  MMIS  systems, 
with  the  expectation  that  hy  end  of  FY  1979  over  thirty  States 
would  be  certified. 

Some  States  have  clearly  been  more  aggressive  than  others  in 
attacking  Medicaid  fraud.  New  Jersey  and  New  York  were  early 
pioneers  in  the  field  of  investigating  and  prosecuting  nursing  home 
operators.  Three  years  ago,  Wisconsin  established  a  30  member 
strike  force  against  Medicaid  fraud  and  investigation.  Audits 
carried  out  by  the  Illinois  Bureau  of  Special  Investigation  and  the 
Governor's  Task  Force  on  Medicaid  Fraud  resulted  in  the  suspension 
of  60  providers  in  1976. 

Recently,  the  95th  Congress  authorized  90  percent  Federal 
matching  to  States  for  the  establishment  and  operation  of  State 
Medicaid  fraud  control  units.  The  same  law  strengthened  criminal 
penalties  to  be  imposed  on  providers  convicted  of  fraud,  as  well  as 
the  authority  to  suspend  such  providers  from  further  participation 
in  the  program.  Prior  to  the  enactment  of  the  Federal  legislation, 
seventeen  States  had  statutes  which  authorized  criminal  sanctions 
on  Medicaid  providers  and  vendors  for  a  wide  range  of  fraudulent 
and  abusive  practices.  Eleven  States  adopted  statutes  which  permit 
suspending  a  Medicaid  provider  from  participation  in  the  program 
for  administrative,  civil  or  criminal  malfeasance. 

In  addition  to  fraud  control,  many  States  have  developed 
programs  to  check  unnecessary  hospital  and  nursing  home  admissions 
and  unwarranted  lengths  of  stay  in  institutions.  About  fifteen 
States  have  systems  in  effect  which  require  prior  authorization  for 
hospital  services  and  extensions  of  stay  for  non-emergency 
hospitalization. 

One  promising  innovation,  demonstrating  significant  cost 
savings  and  at  the  same  time  protecting  the  dignity  and  rights  of 
the  elderly  and  disabled,  is  the  Virginia  nursing  home  preadmission 
screening  program.  The  program  is  designed  to  control  the  increase 
in  patient  admissions  from  the  community  directly  into  long  term 
care  facilities.  A  1976  pilot  project  revealed  that  slightly  more 
than  one  quarter  of  the  applicants  screened  could  be  provided  for 
in  the  community  through  various  alternative  methods  of  care.  Due 
to  the  success  of  the  pilot  project  the  State  of  Virginia 
incorporated  the  preadmission  screening  program  into  its  Medicaid 
plan.  Now  preadmission  screening  is  mandated  Statewide  and 
Medicaid  payments  cannot  be  made  without  local  screening 
committees'  approval. 

While  the  Medicaid  statute  and  regulations  require  States  to 
ensure  that  medical  services  are  being  utilized  at  an  appropriate 
level,  several  States  have  gone  beyond  the  minimal  Federal 
requirements.     The  Indiana  legislature,     for  example,  established  a 
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joint  legislative  committee  on  Medicaid  costs  utilization.  The 
purpose  of  the  committee,  as  defined  by  the  statute,  is  to  "compare 
the  scope,  utilization,  rates,  utilization  control  methods,  and 
unit  prices  of  Indiana's  major  Medicaid  services  with  other  States' 
Medicaid  services,  to  identify  any  frivolous  utilization  and  any 
unjustified  provider  profits."  Moreover,  the  committee  is  to 
"assess  the  cost  effectiveness  and  health  implications  of  alternate 
approaches  to  reduce  unwarranted  profits  and  unnecessary 
utilization." 


The  States  of  Minnesota  and  Missouri,  among  others,  are 
presently  experimenting  with  a  recipient  "lock-in"  system  to  cut 
down  on  recipient  generated  misutilization  and  overut ilization. 
Misutilization  is  generally  discovered  through  recipient  profiles 
on  computerized  information  systems.  Following  certain  corrective 
action  procedures,  such  as  caseworker  contact  to  explain  that 
services  have  been  overut ilized  and  how  such  behavior  may  be 
dangerous  to  their  health,  the  caseworker  will  explain  proper 
utilization  and  ask  the  recipient  to  select  one  physician  and  one 
pharmacy  from  which  to  receive  their  services  and  medication  needs. 
The  individual's  Medicaid  card  indicates  that  services  rendered 
(except  emergency  service)  by  other  than  the  authorized  vendor  will 
not  be  authorized  for  reimbursement. 


States  are  beginning  to  focus  on  cost  containment  options 
which  encourage  more  appropriate  utilization  of  services  by 
restructuring  incentives  in  health  financing  and  delivery,  to 
promote  more  rational  priorities  for  health  care. 

One  of  the  most  promising  ways  to  reduce  the  incentives  and 
overall  demand  for  the  provision  of  high  cost  health  services  is 
through  one  of  the  various  forms  of  prepaid  medical  practices.  The 
Health  Maintenance  Organization  is  perhaps  the  most  recognized 
example;  however,  many  other  prepaid  systems  exist  such  as 
Individual  Practice  Associations  and  health  care  alliances.  While 
only  13  states  to  date  have  certified  HMOs  as  a  provider  of 
Medicaid  services,  many  more  are  expected  to  follow  in  the  near 
future . 


One  of  the  most  perverse  incentives  within  the  health  care 
financing  structure  is  the  provision  in  Medicaid  statute  and 
regulations  requiring  States  to  follow  the  reasonable  cost  related 
principles  of  Medicare  in  reimbursing  hospitals,  unless  the 
Secretary  of  HEW  approves  an  alternative  reimbursement  method.  The 
reasonable  cost  reimbursement  method  has  been  widely  criticized  as 
inflationary,  since  it  contains  few,  if  any,  incentives  for 
efficient  performance  on  the  part  of  the  hospitals.  Instead  the 
reimbursement  system  tends  to  stimulate  unnecessary  and  inefficient 
operations.  Consequently,  eight  States  at  present  have  received  HEW 
approval     to     implement     reimbursement  methods     different  from  that 
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which  Medicare  follows:  New  York,  Massachusetts,  Colorado, 
Michigan,  Rhode  Island,  Wisconsin,  Washington  and  Maryland. 
Several  other  States  are  seriously  considering  altering  their 
reimbursement  methodologies  as  well.  Moreover,  some  States,  e.g. 
New  York,  Massachusetts,  Connecticut,  Maryland,  Colorado  and 
Washington,  through  mandatory  rate  setting  programs,  have  sought  to 
regulate  Medicaid  and  non-Medicaid  rates.  The  most  recent  action 
was  taken  in  the  1978  New  Jersey  legislative  session  where  the 
legislature  created  a  Hospital  Rate  Setting  Commission  with  the 
power  to  approve  rates  for  all  payers  of  hospital  services. 
Several  other  States  have  adopted  or  endorsed  voluntary  rate  review 
program.  Significantly,  the  average  annual  rate  of  increase  in 
hospital  costs  in  those  States  with  mandatory  programs  was  12 
percent  during  1977,  compared  to  a  15.8  percent  average  in  those 
States  that  had  no  cost  containment  program. 

Other  examples  of  actions  taken  by  State  legislatures  to 
reduce  health  care  cost  inflation  would  include  recent  efforts  in 
Alabama  and  North  Carolina.  In  1976,  the  Alabama  legislature 
appointed  a  joint  Senate-House  Committee  to  examine  Medicaid  and 
the  increasing  financial  crisis  it  presented  to  the  State.  At  that 
time  Alabama's  Medicaid  program  expenditures  had  grown  to  such  a 
point  that  the  State's  cost  exceeded  25  percent  of  the  entire 
general  fund  of  the  State.  It  was  apparent  that  the  State's 
investment  in  Medicaid  constricted  funds  available  for  such  other 
important  services  as  mental  health  and  prisons.  It  therefore 
became  necessary  for  the  State  to  stop  and  evaluate  its  Medicaid 
investment,  to  examine  the  program  relative  to  other  State 
priorities,  and  to  devise  alternative  action. 

Similarly,  the  1978  North  Carolina  legislature  created  a 
Legislative  Commission  on  Medical  Cost  Containment.  The 
Commission's  chief  duty  is  t  o  review  the  North  Carolina  Medicaid 
program  and  to  lay  out  a  series  of  options  for  medical  cost 
containment  proposals  that  will  benefit  all  citizens  of  the  State. 

State  legislators  are  also  beginning  to  influence  the  flow  of 
health  care  dollars  through  limitations  on  the  supply  of  expensive 
acute  care  services.  Currently,  thirty-three  States  have 
certificate  of  need  statutes  which  provide  for  a  public  review  and 
check  on  the  unwarranted  initiation  of  expansion  in  capital 
expenditures  for  health  care  facilities  or  services. 


CONGRESSIONAL  INITIATIVES 

During  the  95th  Congress,  the  Administration  introduced 
several  initiatives  aimed  at  improving  Medicaid  coverage  and 
services  as  well  as  containing  health  care  costs. 
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The  Rural  Health  Care  Act,  (PL  95-210)  enacted  in  1977, 
mandates  rural  health  clinic  services  under  Medicaid  and  provides 
for  coverage  of  physician  assistants  and  nurse  practitioners  under 
Medicaid  and  Medicare  in  rural  medically  under-served  areas.  Also 
adopted  in  1977  was  the  Medicare  and  Medicaid  Anti-Fraud  and  Abuse 
legislation  which  authorized  Federal  matching  payments  to  the 
States  for  the  development  of  fraud  control  units. 

The  Administration  came  close  to  passing  a  Child  Health 
Assessment  Program  (CHAP)  which  would  have  expanded  Medicaid 
eligibility  to  all  children  under  21  with  no  categorical 
requirements  at  the  same  time  increasing  the  Federal  match  for 
services  to  these  children.  Moreover,  the  proposal  would  have 
extended  eligibility  to  all  low  income  pregnant  women,  plus  allowed 
the  States  the  option  of  extending  eligibility  to  foster  care 
children  with  special  needs  that  are  placed  for  adoption.  A  new 
version  is  planned  for  the  current  session  of  congress. 

The  Senate  Finance  Committee  reported  out  S1470  —  Medicare 
and  Medicaid  Administrative  and  Reimbursement  Reforms.  S1470  — 
otherwise  known  as  the  Talmadge  bill  —  would  have  created  a  new 
methodology  for  reimbursing  hospitals  for  routine  operating  costs 
under  Medicare  and  Medicaid.  The  new  methodology  would  have  been 
based  on  a  system  of  incentive  reimbursement  —  rewarding  hospitals 
in  similar  groupings  (i.e.  according  to  bed  size  and  patient  load) 
with  comparable  routine  operating  costs  less  than  the  average  and 
penalizing  those  hospitals  with  above  average  costs.  Additionally, 
the  Talmadge  bill  would  have  established  specific  performance 
standards  for  Medicaid  administration,  rewarding  those  States  that 
exceed  the  standards,  and  penalizing  those  States  that  fall  below 
the  requirements. 

The  Senate  Human  Resouces  Committee  reported  out  a  bill, 
proposed  by  the  Carter  Administration,  to  impose  immediate, 
mandatory  controls  on  all  hospital  revenue  increases.  The 
legislation  ( S 1 391 )  would  have  restricted  such  increases  to  one  and 
one-half  times  the  rate  of  increase  in  the  GNP  deflator.  Estimates 
suggested  that  the  bill  if  enacted,  would  have  saved  between  $50 
and  $60  billion  to  the  economy  over  a  five  year  period.  Similar 
legislative  action  occurred  on  both  the  House  and  Senate  sides. 

Fairly  late  into  the  95th  Congress,  Senator  Gaylord  Nelson  of 
Wisconsin  introduced  an  amendment  intended  to  serve  as  a  compromise 
between  the  immediate,  mandatory  Federal  controls  proposed  by  the 
Senate  Human  Resources  Committee,  and  the  very  limited 
Medicare/Medicaid ,  routine  operating  cost  approach  sponsored  by  the 
Senate  Finance  Committee.  Senator  Nelson's  amendment  would  have 
established  in  statute  goals  for  a  voluntary  hospital  cost 
containment  effort.  Specifically,  the  voluntary  goals  stipulated 
that  the  rate  of  increase  in  hospital  expenses  be  held  to  2  percent 
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less  in  1978  and  4  percent  less  in  1979  -  1982  than  the  rate  by 
which  such  expenses  increased  in  1977.  If  the  hospital  industry 
was  unable  to  meet  the  voluntary  goals  on  an  aggregate  basis, 
mandatory  controls  applying  the  new  reimbursement  methodology  of 
the  Talmadge  bill,  but  extending  to  all  costs  and  all  payers,  would 
go  into  effect.  Even  if  the  national  voluntary  effort  failed, 
however,  hospitals  would  be  exempt  from  controls  in  any  State  which 
met  the  national  goals,  or  which  had  in  effect  a  State  cost 
containment  program.  Moreover,  the  Nelson  amendment  would  have 
provided  start-up  costs  to  States  willing  to  develop  alternative 
hospital  cost  containment  programs.  Projected  savings  to  the 
economy  if  the  Nelson  amendment  had  been  enacted  were  between  $30 
to  $35  billion  over  a  five  year  period.  Significantly,  the  Nelson 
approach  was  adopted  as  an  amendment  to  the  Talmadge  bill  by  the 
Senate;  however,  the  House  failed  to  consider  the  measure  in  the 
closing  days  of  the  95th  Congress. 

The    Carter    Administration  has  submitted    a  new  hospital  cost 
containment  bill  (S570)  to  the  96th  Congress. 


THE  STATE  LEGISLATIVE  ROLE 

The  importance  of  the  State  legislature  as  a  key  participant 
in  an  overall  cost  containment  strategy  cannot  be  overemphasized. 
Legislators,  until  recently,  placed  far  greater  emphasis  on  their 
policy  formulation  responsibility,  much  to  the  neglect  of  their 
oversight  role.  However,  while  States'  legislative  oversight  still 
remains  uneven,  there  can  be  no  doubt  that  the  legislatures  are 
increasingly  aware  of  the  importance  of  program  accountability  and 
control  to  curbing  waste  and  mismanagement  of  State  funds  in 
programs  such  as  Medicaid.  Beyond  legislative  oversight,  some 
States  are  realizing  dividends  through  careful  assessments  of  the 
effectiveness  of  State  policies  and  programs. 

Within  the  past  few  years,  Congress  and  HEW  have  demonstrated 
through  several  initiatives  their  desire  to  improve  the  State 
legislature's  ability  to  exercise  a  more  meaningful  oversight 
responsibility  for  the  Medicaid  program.  The  attractive  Federal 
matching  payments  for  the  development  and  operation  of  MMIS  systems 
is  one  example  of  such  assistance.  While  MMIS  is  designed  to  help 
program  managers,  it  produces  information  useful  to  State 
legislators  in  their  oversight  role.  Another  example  is  the 
support  HEW  has  extended  to  the  National  Conference  of  State 
Legislatures  over  the  past  two  years  for  producing  several  training 
seminars  on  Medicaid  reform.  These  seminars  served  to  improve  the 
knowledge  of  State  legislators  and  staff  about  the  various 
components  of  the  Medicaid  program,  as  well  as  provide  legislators 
with    an    opportunity    to  advise  Federal     officials  how  the  overall 
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program  might  be  improved.  Moreover,  the  Medicaid  /  Medicare 
Management  Institute,  which  exists  for  the  purpose  of  identifying 
effective  State  practices  and  facilitating  the  exchange  of 
pertinent  ideas  about  improvements  in  the  program,  on  request  makes 
available  current  data  to  appropriate  State  legislative  committees 
(as  well  as  the  State  agencies)  in  order  to  provide  them  with  a 
basis  to  judge  how  effectively  their  State's  Medicaid  program  is 
operating,  and  how  it  compares  to  other  State  programs.  Finally, 
under  an  initiative  of  HEW  Secretary  Califano,  the  entire  set  of 
Medicaid  regulations  was  recently  rewritten  for  clarity  and 
simplicity,  without  policy  change.  This  effort  to  help 
non-technicians  such  as  elected  officials,  and  program 
beneficiaries  to  become  more  familar  with  the  Medicaid  program 
requirements  could  be  a  positive  force  in  restoring  integrity  and 
public  support  for  the  program.  In  time  increased  understanding  of 
the  program  elements  will  lead  to  even  more  effective  oversight  and 
accountability. 

It  is  hoped  that  the  near  future  will  witness  productive 
negotiations  between  the  States  and  the  Federal  government  in 
producing  meaningful  performance  standards  for  program 
administration.  Performance  standards  will  provide  legislatures 
with  even  better  benchmarks  to  evaluate  how  effectively  their  own 
State  program  is  operating. 


CONCLUSION 

Public  disclosures  of  extensive  fraud  and  abuse  in  the 
Medicaid  program,  along  with  serious  fiscal  crises  in  many  States, 
prompted  State  and  Federal  officials  to  search  for  ways  to  restore 
integrity  to  the  program  and  to  reduce  escalating  costs.  Efforts 
to  curb  fraudulent  practices  by  providers,  to  ensure  proper 
utilization  of  services  by  eligible  recipients  and  to  promote 
efficient  program  management  are  desirable  objectives  and  should  be 
implemented  swiftly.  However,  these  actions  are  not  the  key  to 
containing  health  costs,  as  many  of  the  authors  of  papers  included 
in  this  report  have  indicated. 

The  problem  of  inflation  in  health  costs  is  a  system-wide 
concern;  it  cannot  be  limited  to  Medicaid  alone.  As  one  analyst 
observed,  "Medicaid  is  expensive  because  medical  care  is 
expensive."  The  problems  in  the  general  health  care  system  are 
deeply  entrenched  and  structural,  involving  basic  incentives  that 
produce  the  inefficient  behavior  of  the  total  system.  These 
problems  are  unlikely  to  be  strongly  affected  by  simple 
modifications  in  a  program  serving  only  ten  percent  of  the  nation's 
population  and  accounting  for  less  than  eight  percent  of  the 
nation's      health      expenditures.        However,     by    failing     to  see 
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Medicaid's  problems  in  the  context  of  the  total  health  care  system, 
one  runs  the  risk  of  devising  solutions  that  may  exacerbate  present 
difficulties.  The  Medicaid  program  does  provide  opportunities  for 
effecting  structural  change  through  a  "purchaser  of  services"  role, 
rather  than  functioning  as  a  mere  reimburser. 

How  the  States  address,  or  fail  to  address,  both  the  problems 
in  their  Medicaid  systems,  and  the  broad  health  care  issues  faced 
by  society,  will  have  a  large  bearing  on  the  extent  and  the  nature 
of  the  States'  role  under  a  national  health  insurance  program. 

This  publication  represents  another  step  in  encouraging  State 
participation  in  developing  national  health  policy,  by  summarizing 
current  experiences  with  the  Medicaid  program  as  a  focus  for  future 
discussion,  analysis  and  problem  solving. 


Richard  Merritt 
Staff  Director 
National  Conference  of 
State  Legislatures 


11 


I.       MEDICAID:     A  STATE-FEDERAL  PROGRAM 
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M.  Keith  Weikel,  PhD,  A  DECADE  OF  MEDICAID 

Former  Director,  Medicaid  Bureau 
Now  Vice-President,  American  Medical 
International 


Creation  of  Medicaid  and  Medicare  by  enactment  of  the  Social 
Security  Amendments  of  1965  established  a  major  role  for  the 
Federal  government  in  financing  health  care.  Medicare,  Title  XVIII 
of  the  Social  Security  Act,  provides  health  insurance  to  persons 
aged  65  years  and  over  who  are  eligible  for  social  security. 
Medicaid,  Title  XIX,  is  a  Federally  assisted  State  program  which 
offers  health  benefits  to  low-income  persons  on  public  assistance 
and,  in  some  States,  to  those  deemed  medically  needy  because  their 
incomes  are  only  slightly  above  the  welfare  standards.  Depending 
upon  the  per  capita  income  of  a  State's  population,  the  Federal 
government  pays  between  50  and  78  percent  of  the  costs  of  the 
State's  Medicaid  program.  Within  broad  Federal  guidelines,  the 
States  determine  the  eligibility  of  recipients,  scope  of  services, 
and  amounts  paid  to  providers. 

Today,  10  years  after  its  inception,  Medicaid  is  assuring 
financial  access  to  health  care  services  for  more  than  23  million 
persons  (Fig.  1).  However,  dramatically  escalating  costs, 
operational  weaknesses,  and  provider  and  recipient  fraud  and  abuse 
have  placed  the  program  under  increased  scrutiny.  While  the 
likelihood  of  replacing  Medicaid  with  a  comprehensive  national 
health  insurance  program  continues,  Congress  and  the  President  have 
put  forth  proposals  for  redefining  the  Federal-State  partnership  — 
their  respective  roles,  responsibilities,  and  resources  —  in 
financing  health  services  to  the  poor. 

ANTECEDENTS  OF  MEDICAID 

Although  the  enactment  of  Medicaid  legislation  represents  the 
most  dramatic  commitment,  Federal  financing  of  health  care  for  the 
poor  has  been  part  of  the  State  welfare  system  since  the  1930s. 
Motivated  by  the  depression,  the  Social  Security  Act  of  1935  marked 
the  beginning  of  the  American  social  welfare  system,  which  provides 
government  protection  from  financial  calamities  for  "deserving 
individuals."  From  this  legislation  two  concepts  of  social  welfare 
emerged:  social  insurance  for  the  working  population  (unemployment 
insurance,  workmen's  compensation,  guaranteed  pension)  and  public 
assistance  —  direct  financial  aid  provided  by  the  States  —  for 
those  unable  to  work. 

The  Social  Security  Act  established  categorical  assistance 
programs  for  needy  aged  and  blind  persons,  for  one-parent  families 
with    children,     and  later  for  the    disabled.     Although  the  act  did 
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Figure  1.  Number  of  Medicaid  recipients  in  the  United  States, 
fiscal  years  1970-76 
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not  provide  medical  insurance  per  se  for  recipients  of  categorical 
assistance,  the  individual  recipient's  medical  expenses  were 
included  in  determining  the  size  of  the  monthly  payments,  which 
could  be  matched  by  Federal  funds.  Participation  by  the  States  in 
the  Federal  categorical  programs  was,  however,  optional  and,  as  a 
result,  medical  services  remained  only  a  small  part  of  welfare 
assistance . 

The  Social  Security  Amendments  of  1950  expanded  the  categories 
of  public  assistance  and  provided  for  a  Federally  supported  program 
of  direct  reimbursement  —  vendor  payments  —  to  physicians  and 
hospitals.  States  were  encouraged  to  take  part  in  the  program  and, 
within  10  years,  approximately  40  States  had  plans. 

The  Kerr-Mills  Act  of  1960  provided  more  generous,  open-ended 
Federal  matching  for  all  vendor  payments  and  established  a  new 
category  of  public  assistance  —  "medically  needy"  aged  persons  who 
were  not  receiving  cash  assistance.  By  the  end  of  1965,  50  States 
and  4  jurisdictions  had  Federally  approved  vendor  payment  programs 
for  medical  care. 


MAJOR  FFATURFS  OF  MEDICAID 

The  Kerr-Mills  program  was  viewed  by  many  as  only  a  temporary 
solution  to  the  problem  of  providing  medical  care  for  the  aged. 
Even  before  the  States  had  fully  implemented  Kerr-Mills,  organized 
groups  of  senior  citizens  questioned  why  the  elderly  should  be 
forced  into  retirement  and  required  to  accept  welfare  to  receive 
health  services.  The  special  needs  of  the  elderly  coupled  with 
rapidly  increasing  hospital  costs  and  the  plight  of  impoverished 
minorities  brought  strong  pressure  on  the  Congress  throughout  the 
early  sixties  to  enact  a  compulsory  health  insurance  program.  A 
myriad  of  health  proposals  were  introduced,  such  as  subsidized 
insurance  for  the  aged  for  physicians'  services,  hospital  insurance 
for  the  aged  under  social  security,  and  larger  Federal  grants  to 
the  States  to  provide  health  care  services  to  indigents.  Finally, 
in  July  1965  several  of  the  proposals  were  combined  to  form 
Medicare  and  Medicaid. 

Medicaid  was  the  "sleeper"  of  the  1965  legislation. 
Congressional  debate  had  focused  almost  exclusively  on  Medicare, 
the  program  for  the  elderly.  By  contrast,  Medicaid,  which  was 
viewed  as  an  extension  and  improvement  of  the  Kerr-Mills  program 
and  the  existing  welfare  system,  was  quickly  written  and  hastily 
passed.  Its  architects  never  delineated  clear  goals  or  came  to 
grips  with  the  problems  endemic  to  the  structure  of  the  welfare 
programs,  particularly  the  problem  of  determining  eligibility 
through    means  tests.  Furthermore,     as  Medicaid  began,  policymakers 
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had  no  clear  sense  of  the  potential  costs  of  the  program  or  of  the 
impact  of  pumping  vast  sums  of  Federal  dollars  into  the  private 
sector  of  the  medical  market. 

Medicaid's  goal,  however  vague,  was  ambitious:  "to  provide 
the  poor  with  the  same  access  as  the  rich  to  mainstream  medical 
care."  Each  State  was  encouraged  "as  far  as  practicable  to  provide 
medical  assistance  to  families  with  dependent  children  and  to  the 
aged,  blind,  and  permanently  and  totally  disabled  individuals  whose 
income  and  resources  are  insufficient  to  meet  the  costs  of 
necessary  medical  services."  By  1975  the  States  were  to  offer 
"comprehensive  care  for  substantially  all  individuals."  Within  a 
matter  of  months  the  term  "comprehensive  care"  became  more 
"symbolic  than  substantive":  A  1966  policy  interpretation  by  the 
Department  of  Health,  Education,  and  Welfare  (DHEW)  required  only 
that  the  State  "show  progressive  steps  in  the  direction  of  a 
comprehensive  scope  of  medical  care  and  services ."[ 1 ] 

The  Medicaid  program  has  these  major  features: 

—  Like  the  earlier  welfare  programs,  it  is  a  Federal-State 
partnership  which  the  Federal  government  provides  financial 
support  and  general  guidelines,  and  the  States  assume  control 
and  direction  of  operations. 

—  It  requires  a  participating  State  to  cover  all  persons 
receiving  cash  assistance  under  the  Aid  to  Families  with 
Dependent  Children  (AFDC)  program.  (Before  implementation  of 
the  Supplemental  Security  Income  (SSI)  program  in  1974, 
States  were  also  required  to  cover  all  aged,  blind,  and 
disabled  cash  assistance  recipients.) 

—  It  gives  a  participating  State  the  option  of  including 
medically  needy  persons  in  the  following  categories: 
dependent  children  and  their  families,  the  aged,  the  blind, 
and  the  disabled. 

—  It  substitutes  a  single  program  of  medical  assistance  for  the 
payments  under  the  categorical  programs  for  cash  assistance 
for  the  aged. 

—  It  offers  a  higher  rate  of  Federal  matching  for  vendor 
payments  than  the  Kerr-Mills  program. 

—  It  requires  a  participating  State  to  offer  under  its  program 
the  following  services:  inpatient  and  outpatient  hospital 
services,  rural  health  clinic  services  (added  under  PL 
95-210,  December  1977),  other  laboratory  and  X-ray  services, 
skilled    nursing  services,  physicians'     services,  home  health 
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services,  and  EPSDT.  The  amount,  scope,  and  duration  of  the 
basic  services  are  left  to  the  discretion  of  the  States. 

—  It  allows  the  States  to  pay  for  other  specified  health  care 
services  and  receive  Federal  matching  funds  for  these 
optional  services. 

—  It  emphasizes  State  responsibility  rather  than  the  local 
responsibility  stressed  in  the  earlier  welfare  programs. 

—  It  retains  from  the  previous  welfare  structure  the  concept  of 
vendor  payments  (payments  made  directly  from  the  State  to 
health  care  providers)  and  expands  the  concept  of  the 
medically  needy  to  include  all  persons,  not  just  the  elderly, 
whose  medical  bills  are  beyond  their  means  but  who  are  not 
eligible  for  cash  assistance. 

Although  the  States  are  not  required  to  have  a  Medicaid 
program,  strong  incentives  have  been  provided.  After  December 
1969,  no  Federal  funds  were  available  for  medical  vendor  payments 
for  the  categorically-related  health  assistance  programs  or  for 
Kerr-Mills  programs.  Also,  Federal  matching  funds  were  offered  to 
help  States  pay  for  the  administration  of  their  program.  Today,  49 
States,  the  District  of  Columbia,  Guam,  the  Virgin  Islands,  and 
Puerto  Rico  offer  Medicaid.  Thirty-two  programs  cover  the 
medically  needy  in  addition  to  welfare  recipients. 

PROBLEMS  IN  MANAGEMENT 

Problems  in  management  of  the  Medicaid  program  developed 
immediately  in  implementing  the  sometimes  vague  and  often  confusing 
legislation.  Because  Medicaid  was  the  outgrowth  of  earlier 
programs,  implementation  proceeded  simultaneously  at  the  Federal 
and  State  levels.  Many  States  with  well-organized  Kerr-Mills 
programs  began  developing  State  plans  as  soon  as  the  bill  was 
passed  and  thus  pre-empted  the  opportunity  for  Federal  initiative 
and  direction. 


Meanwhile,  at  the  Federal  level  the  question  of  whether 
Medicaid  was  an  income-maintenance  program  or  a  health  program 
created  an  organizational  dilemma.  Should  the  program  be 
administered  by  HEW' s  Welfare  Administration  or  Public  Health 
Service?  After  lenghthy  discussion,  the  task  of  administering 
Medicaid  was  given  to  the  Division  of  Medical  Services  in  the 
Bureau  of  Family  Services  of  the  Welfare  Administration,  which  had 
previously  been  charged  with  oversight  of  the  Kerr-Mills  programs. 
Twelve  new  positions  were  added  to  the  division's  staff  of  23, 
including      clerical      personnel,     as     it     began    interpreting  the 
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legislation,  preparing  guidelines,  negotiating  with  the  States  and 
jurisdictions,  and  administering  a  budget  which  within  a  year 
totaled  $1.6  billion. 

By  contrast,  Medicare's  implementation,  according  to  Robert 
and  Rosemary  Stevens'  history  of  Medicaid,  "had  the  advantage  of 
being  a  completely  new  program,  one  administered  solely  from  the 
Federal  level  by  a  well  established,  well  ordered  and  well  accepted 
entity  in  HEW. "[2]  Ample  planning  time,  in  which  staff  were  hired 
and  preliminary  guidelines  prepared,  preceded  the  implementation  of 
that  program. 

The  first  congressional  attempt  to  improve  the  management  of 
Medicaid  came  with  the  passage  of  the  Social  Security  Amendments  of 
1967.  Enacted  only  2  years  after  the  bill's  passage  and  only  1 
year  after  most  State  programs  were  started,  these  amendments 
reflected  growing  concern  by  the  Federal  and  State  governments  with 
the  administration  of  the  program.  Federal  guidelines  were 
established  requiring  States  to  review,  on  a  continuing  basis,  the 
costs,  administration,  and  quality  of  medical  care  provided  in 
their  programs.  Stricter  standards  to  insure  quality  care  and 
periodic  reviews  to  appraise  utilization  patterns  were  required  for 
nursing  homes. 

In  attempting  to  improve  administration  of  the  Medicaid 
program,  the  1967  amendments  also  greatly  expanded  the  Federal 
responsibility.  Concerned  with  the  health  of  children  in  low-income 
families,  the  Congress  mandated,  for  persons  under  21  years 
eligible  for  Medicaid,  the  Early  and  Periodic  Screening,  Diagnosis, 
and  Treatment  (EPSDT)  program  to  "ascertain  their  physical  and 
mental  defects  and  such  health  care,  treatment  and  other  measures 
to  correct  or  ameliorate  defects  and  chronic  conditions 
discovered...."  Thus,  not  only  is  child  health  now  a  major  program 
priority,  but  the  States  are  expected  to  administer  and  the  Federal 
government  is  expected  to  oversee  a  program  for  the  direct 
provision  of  health  care  services. 

In  1970,  a  Senate  Finance  Committee  report  [3]  and  an 
independent  DHEW  task  force  (McNerney  report)  [4]  underscored  the 
need  for  better  management  of  the  Medicaid  program.  The  Division 
of  Medical  Services,  which  had  been  given  bureau  status  and  renamed 
the  Medical  Services  Administration  in  1967,  was  given  80  new 
positions,  bringing  its  total  to  160.  Two  management  themes  were 
stressed:  improving  management  information  systems  in  the  States 
and  strengthening  procedures  for  developing  policy  guidelines  and 
regulations . 

The  Social  Security  Amendments  of  1972  reflected  the  continued 
disenchantment  of  the  Congress  with  the  program.  In  an  effort  to 
improve     State     compliance,     penalty  provisions     were  enacted  which 


18 


allowed  Federal  funds  to  be  withheld  from  States  for  failure  to 
implement  the  utilization  review  and  EPSDT  programs  mandated  by  the 

Congress.       In    addition,     the  amendments    established  professional 

standards  review  organizations  composed  of  practicing  physicians  in 

local     areas     to    undertake     a  comprehensive  and     ongoing  review  of 

services     under    Medicaid     and  Medicare     to  determine     if  they  are 

"medically  necessary"  and  in  accordance  with  professional 
standards . 


A  major  shift  in  the  Federal  posture  has  occurred  in  the  last 
few  years.  As  the  Medicaid  program  has  matured,  the  Federal  focus 
has  shifted  from  encouraging  expansion  of  State  programs  to 
assuring  their  integrity.  The  Federal  government  has  developed  a 
number  of  measures  designed  to  assure  that  appropriate  and  high 
quality  care  is  delivered  only  to  eligible  recipients  by  qualified 
providers  and  is  currently  undertaking  in-depth  review  of  several 
aspects  of  the  programs. 

Medicaid's  eligibility  quality  control  program  is  designed  to 
insure  that  all  Medicaid  recipients  are  actually  eligible  for  the 
benefits.  This  activity  complements  the  AFDC  eligibility  quality 
control  program  and  the  Social  Security  Administration  quality 
assurance  program  covering  Medicaid  recipients  whose  eligibility  is 
determined  by  the  Social  Security  Administration. 

Provider  fraud  and  abuse  is  being  attacked  through  evaluation 
and  monitoring  of  the  States'  fraud  and  abuse  surveillance 
activities.  The  Federal  program  is  designed  to  document  and 
highlight  a  State's  capability  to  identify  and  prosecute  providers 
who  are  benefiting  unfairly  from  treating  Medicaid  patients.  Once 
a  State  shows  that  it  can  detect  and  take  action  on  fraudulent  or 
abusive  practices,  the  incidence  of  these  practices  rapidly 
declines . 


Financial  reviews  are  Federal  studies  which  evaluate  the 
effectiveness  of  State  operations  and  the  appropriateness  of 
Federal  reimbursement  for  State  claimed  expenses  for  these 
operations.  As  many  as  12  different  reviews  can  be  made  in  each 
State  to  identify  weaknesses,  provide  technical  assistance,  and 
save  Federal  funds. 


HIGH  COSTS 


It  was  apparent  almost  from  the  start  that  costs  of  the 
Medicaid  program  would  exceed  projections.  Budge ters  with  little 
reliable  actuarial  data  on  which  to  base  their  estimates  had 
anticipated  that  Medicaid  would  add  $250  million  to  the  $1.3 
billion    in    vendor     payments  for  Kerr-Mills     programs  in  1965.  By 
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1967  program  costs  had  already  passed  $2  billion  and  were  rising 
steadily.     (All  figures  are  for  fiscal  years.) 


The  Social  Security  Amendments  of  1967  instituted  a  limited 
definition  of  "medically  needy"  in  an  effort  to  control  program 
costs.  By  1969,  however,  the  payments  to  providers  of  health 
services  had  increased  to  $4.4  billion  (Fig.  2),  and  Congress 
stated  that  the  goal  of  having  a  "comprehensive"  Medicaid  program 
in  all  States  could  be  postponed  until  July  1,  1977,  and  that  the 
States  could  drop  optional  services  if  they  faced  serious  budget 
constraints . 

The  1972  amendments  to  the  Social  Security  Act,  passed  after 
program  costs  had  increased  91  percent  between  1969  and  1972,  from 
$4.4  billion  to  $7.3  billion,  made  significant  changes  in  the 
program.  The  requirement  that  States  move  to  "comprehensive  care" 
was  eliminated.  States  were  permitted  to  control  costs  by 
requiring  cost  sharing  for  the  medically  needy  and  for  optional 
services  used  by  categorical  recipients.  A  brief  glimpse  at  the 
national  and  State  Medicaid  budgets  make  it  readily  apparent  why 
some  cost  containment  strategy  is  essential.  Program  costs  rose 
from  $4.5  billion  in  FY  70  to  $17.5  billion  in  FY  77.  Projections 
for  FY  78  estimate  over  $19  billion  in  expenditures.  A  comparison 
of  the  rise  in  total  expenditures  for  Medicaid  and  Medicare  between 
1976  and  1977  offers  perhaps  the  most  compelling  reason  for  cost 
containment.  In  a  single  year  the  increase  alone  in  these  two 
programs  exceeded  $7  billion!  To  place  the  $7  billion  figure  in 
perspective,  it  is  greater  than  the  total  Federal  investment  in  all 
other  health  programs  combined. 

In  the  past  few  years,  however,  increasing  Medicaid  costs  have 
not  been  the  result  of  dramatic  increases  in  recipients,  but  rather 
have  been  more  a  function  of  inflation  in  health  prices.  The  data 
does  indicate  that  since  1975,  the  U.S.  has  experienced  a 
decreasing  rate  of  expenditures  in  the  Medicaid  program.  The 
trends  at  least  are  in  the  right  direction:  from  a  24  percent 
increase  in  1975  to  16  percent  in  1976  to  14  percent  in  1977  and  an 
estimated  12  percent  in  1978.  These  reductions  in  the  rate  of 
increase  are  partly  because  some  of  the  cost  containment  efforts 
such  as  quality  control,  fraud  and  abuse,  surveillance  and 
utilization  review  are  beginning  to  register  an  impact. 


BASIC  DIFFICULTIES 

In  spite  of  all  the  amendments,  inadequate  program  management 
and  high  costs  have  persisted.  The  reasons  are  undoubtedly  many 
and  interrelated,  but  perhaps  the  major  shortcoming  of  the 
amendments     is  their  failure  to     attack  basic  problems.     Efforts  to 
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Figure  2.  Medicaid  and  related  program  payments  to  providers  of  health  care, 
fiscal  years  1968-76 
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1972      1973  1974 
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1  Payments  to  intermediate  care  facilities  are  included  in  the  totals  for  fiscal  years  1969-72 
even  though  they  were  administered  under  the  cash  assistance  program  until  Jan.  1,  1972,  when 
they  were  transferred  to  title  XIX. 
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improve  program  management  never  attempted  to  deal  with  the  basic 
difficulty  of  implementing  complicated  legislation,  particularly 
that  concerning  eligibility.  Eligibility  criteria  are  so  complex 
that,  for  example,  500  caseworkers  are  needed  to  determine 
eligibility  for  patients  in  the  Los  Angeles  County  hospital  alone, 
a  fact  discovered  in  a  1975  review  of  California's  program  by  the 
Medical  Services  Administration. 


Nor  have  the  amendments  eliminated  the  confusion  over  where 
accountability  and  program  control  rest  in  the  Federal-State 
partnership.  As  Federal  expenditures  for  Medicaid  have  risen,  so 
has  the  Federal  concern  over  how  well  the  money  is  being  spent. 

From  an  initial  posture  of  monitoring  and  advising,  the 
Federal  role  has  grown  to  include  the  function  of  oversight. 
Target  areas  for  oversight  have  been  identified:  long  term  care, 
management  information  systems,  fraud  and  abuse,  and  control  of 
utilization.  Yet  despite  the  increased  expectations  for  Federal 
oversight  of  the  53  programs,  the  Federal  "presence,"  or 
capability,  has  remained  small.  Thus  the  amendments  added  increased 
responsibility  without  adding  commensurate  resources  and  control. 


Similarly,  efforts  to  control  program  costs  have  focused  on 
eliminating  services,  instituting  cost  sharing,  and  reducing 
unnecessary  utilization  without  ever  tackling  the  inflationary 
aspects  of  the  legislation  —  the  provisions  for  "reasonable  cost 
reimbursement"  to  providers  and  open-ended  Federal  matching. 
Furthermore,  there  has  been  little  recognition  that  Medicare's 
incomplete  coverage  for  long  term  care  would  require  Medicaid  to 
devote  approximately  40  percent  of  its  funds  to  long  term  care. 

One  other  problem  for  which  Medicaid  has  been  harshly  and 
justifiably  criticized,  but  which  has  received  little  attention 
from  the  Congress,  is  its  inequity  among  the  States,  a  criticism 
particularly  valid  since  the  program  is  more  than  55  percent 
Federally  funded.  As  a  result  of  variations  in  eligibility 
requirements,  persons  who  would  receive  benefits  in  one  State  may 
not  be  eligible  in  another  State.  Thus,  Medicaid  does  not  cover 
all  the  poor,  by  any  means.  In  17  States  for  example,  fewer  than 
one-third  of  the  poor  received  medical  benefits  from  Medicaid  in 
1970. 


FEDERAL-STATE  RELATIONS  IN  MEDICAID 


The  success  of  the  Medicaid  program  is  dependent  on  close 
cooperation  between  the  executive  branches  of  government  at  the 
Federal  and  State  levels.  But  it  is  extremely  difficult  for  the 
program     to  operate  successfully  at  the  State  level  unless  there  is 
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an  active  oversight  capacity  on  the  part  of  the  legislative  branch. 
Unfortunately,  not  enough  attention  has  been  devoted  to  oversight. 
The  nation  needs  more  informed  legislators  at  both  the  State  and 
Federal  levels  of  government,  and  better  qualified  administrators 
in  the  executive  branches,  if  the  myriad  of  problems  of  Medicaid 
are  ever  to  be  resolved. 

Another  way  in  which  State  legislators  can  help  restore  some 
integrity  to  the  Medicaid  program  is  by  insuring  that  its  own 
Medicaid  statute  and  regulations  are  easily  understandable  by  all 
the  members  of  the  legislature,  by  those  who  have  to  provide 
services  under  the  program,  and  by  actual  and  potential  recipients 
of  the  program's  benefits.  The  legislature  should  make  it  possible 
for  the  program  to  be  administered  and  implemented  with  adequate 
controls.  If  one  examines  the  history  of  the  Medicaid  program,  it 
is  clear  that  too  little  thought  was  given  initially  to  how  to 
control  and  manage  the  program.  The  view  held  in  Washington  during 
the  early  years  of  the  program  apparently  was:  "Since  the  program 
is  obviously  a  good  one,  the  more  money  spent  on  it,  the  better." 
The  effort  was  part  of  the  Great  Society  programs  of  the  60' s  and 
therefore  the  concern  was  with  getting  money  out  to  recipients. 
Not  enough  questions  were  asked,  however,  as  to  whether  the  money 
was  actually  going  to  those  in  need  of  care  and  what  was  happening 
to  those  dollars  as  they  flowed  out  into  the  system. 

The  Federal  government  has  a  responsibility-which  to  this 
point  it  has  not  exercised  very  well-to  provide  the  States  with  an 
overall  assessment  of  how  well  their  programs  are  being  managed. 
The  Department  of  HEW  is,  however,  at  the  present  time  building  an 
assessment  program  which  can  begin  to  provide  some  useful  feedback 
to  State  administrators  and  legislators  on  how  effectively  their 
Medicaid  program  is  operating. 

Technical  assistance  is  a  critical  function  for  the  Federal 
government,  but  technical  assistance  unfortunately  has  too  often 
been  only  a  "buzz"  word  used  by  bureaucrats.  The  truth  is  that 
many  States  have  done  an  excellent  job  with  respect  to  many  of  the 
operating  components  of  their  Medicaid  program,  and  what  is  needed 
is  to  find  effective  ways  to  transfer  that  technology,  skill,  and 
knowledge  from  one  State  to  another.  The  establishment  of  the 
Institute  for  Medicaid  Management  within  HEW  in  1977  (now  the 
Medicaid/Medicare  Management  Institute,  with  the  1979 
reorganization  of  HCFA)  was  designed  to  meet  those  objectives.  Over 
the  past  year,  the  Institute  has  conducted  a  number  of  training 
programs  on  such  important  topics  as  third  party  payment  recovery 
and  fraud  and  abuse  control,  where  the  principal  faculty  came  from 
States  that  have  demonstrated  leadership  and  skills  in  operating 
those  elements  of  their  Medicaid  program.  The  efforts  of  the 
Institute  will  undoubtedly  receive  growing  support  and  emphasis  by 
the  Department  in  the  years  ahead. 
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What  other  Medicaid  related  issues  must  State  legislators  be 
concerned  with  aside  from  cost  containment?  Program  integrity  or 
fraud  and  abuse  control  is  undoubtedly  a  critical  issue.  Clearly, 
the  whole  management  of  the  program  is  another  area  that  needs 
greater  attention  than  it  has  received  in  the  past.  State 
legislators,  as  the  responsible  agents  for  program  oversight,  must 
assure  themselves  that  they  have  good,  tough  administrators  and 
that  administrators  have  the  resources  to  effectively  manage  the 
program.  Unfortunately,  there  has  been  a  tendency  within  some 
States  and  within  the  Federal  government  to  be  very  stingy  on  the 
administrative  side,  while  leaving  the  "flood  gates"  wide  open  on 
the  program  side.  So  improved  Medicaid  management  ought  to  be  an 
essential  component  of  a  State's  cost  containment  strategy. 

The  management  and  operation  of  Medicaid  programs  is  very  big 
business.  To  effectively  manage  the  system,  administrators  must  be 
able  to  draw  upon  sophisticated  management  techniques  and 
resources.  It  is  the  State  legislature  that  can  provide  those 
resources,  and  once  having  done  so,  it  is  the  legislature  that  must 
hold  the  administrators  accountable  for  their  performance. 

It  is  revealing  to  note  that  nationally  only  4.5  percent  of 
total  Medicaid  costs  is  devoted  to  the  administration  of  the 
program,  whereas  Blue  Cross-Blue  Shield  spends  7.5  to  8.5  percent 
and  the  commercial  insurance  companies  somwhere  between  10  and  15 
percent.  Legislators  must  begin  to  question  whether  their  State  is 
providing  adequate  resources  to  effectively  administer  and  control 
their  Medicaid  program.  While  it  is  difficult  to  prove  a  direct 
correlation,  many  would  argue  that  there  is  a  qualitative 
difference  in  those  State  Medicaid  programs  which  contribute  2  to  5 
percent  to  administrative  operations  as  opposed  to  those  which 
operate  at  a  level  of  7-8  percent. 


ACCOMPLISHMENTS 

During  its  10  years,  the  Medicaid  program  has  produced  two 
major  accomplishments:  It  has  improved  dramatically  the  financial 
access  of  the  poor  to  medical  services,  and  it  has  provided 
experience  that  is  proving  valuable  in  considerations  of  national 
health  insurance. 

Access  to  Health  Care:  Without  question,  Medicaid  has 
extended  health  care  to  low-income  persons  who  otherwise  would  not 
have  received  services.  According  to  HEW' s  recent  report  on  health 
trends  in  the  United  States  [5],  in  1964  approximately  28  percent 
of  the  poor  had  not  seen  a  physician  in  the  previous  2  years;  by 
1974  that  figure  had  dropped  to  17  percent. 
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It  is  estimated  that  one  in  every  five  Americans  has  received 
some  medical  care  through  the  Medicaid  program.  In  1974  alone, 
more  than  21  million  persons  received  at  least  one  service 
reimbursed  under  the  Medicaid  program. 

Currently,  the  poor  are  using  health  services  at  about  the 
same  rate  as  the  nonpoor.  In  fiscal  year  1973  the  average  health 
care  bill  was  $384  for  all  Americans,  compared  with  $432  for 
Medicaid  welfare  recipients  and  $749  for  the  medically  needy  and 
institutionalized  Medicaid  recipients  [6]. 

Lessons  for  National  Health  Insurance:  As  the  largest  and 
most  direct  Federal  program  for  provision  of  health  care  services 
to  a  broad  range  of  recipients,  Medicaid  has  provided  experience 
that  may  prove  valuable  in  considering  the  effects  of  a  national 
health  insurance  program.  It  has  afforded  States  the  opportunity 
to  influence  and  shape  their  health  delivery  systems  —  to  test 
various  administrative  mechanisms  and  to  deal  with  such  items  as 
size  and  structure  of  benefits,  cost  sharing,  alternative 
approaches  to  long  term  care,  rate  regulations,  and  health 
maintenance  organizations.  The  mushrooming  cost  of  the  Medicaid 
program,  due  primarily  to  the  large  increase  in  recipients  and 
inflation  in  health  care  costs,  has  caused  concern  and  caution 
among  policy-makers  about  enacting  a  comprehensive  national  health 
insurance  program. 

Experience  with  Medicaid  shows  clearly  that  a  successful 
national  health  insurance  program  is  possible  only  if  the 
operational  problems  of  a  large  public  program  for  financing  health 
services  are  solved  first.  Solution  of  these  problems  requires 
high-level  commitment  in  the  legislative  and  executive  branches  of 
both  Federal  and  State  governments.  It  also  requires  managers  who 
are  not  only  strong  and  tough  but  also  compassionate  and  sensitive. 
Any  legislation  aiming  toward  national  health  insurance  must 
address  public  policy  issues  such  as  equity  of  benefits,  as  well  as 
existing  operational  problems. 


CONCLUSIONS 


Recent  events,  including  Medicaid  cutbacks  in  many  States  and 
documentation  by  the  General  Accounting  Office,  the  media, 
Congressional  committees,  and  HEW  of  extensive  operational 
weaknesses  in  the  Medicaid  program  have  produced  a  consenses  that 
the  obstacles  to  an  equitable  and  comprehensive  health  care  program 
for  the  poor  must  be  eliminated.  Either  the  Federal  presence  — 
staff,  accountability,  and  authority  —  must  be  increased  multifold 
to     allow    effective    and     efficient  management  of     the  53  separate 
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State  Medicaid  programs,  or  the  States  should  be  made  clearly 
accountable  for  providing  health  care  to  the  poor. 

Over  the  next  few  years,  the  Congress  and  the  President  will 
determine  how  health  care  for  the  nation's  poor  shall  be  financed 
and  administered.  The  basic  administrative  issue  is  whether  the 
Federal  government  or  the  State  governments  will  have  primary 
responsibility  for  the  system.  The  experience  with  the  first 
decade  of  Medicare  and  Medicaid  will  influence  the  decision  on  this 
issue  and  will  provide  the  knowledge  needed  for  a  successful 
implementation  of  the  decision. 
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Richard  Heim  MEDICAID  AND  COST-EFFECTIVENESS 

Director,  Office  of 

Intergovernmental  Affairs 
Former  Director,  Medicaid  Bureau 


State  legislatures  hold  the  key  to  containing  health  care 
costs,  particularly  with  respect  to  my  special  area  of  concern  — 
the  Medicaid  program. 

As  a  former  executive  director  of  a  State  department  of  health 
and  social  services,  I  can  speak  from  first-hand  experience  of  the 
difficult  choices  State  officials  are  being  asked  to  make  between 
competing  social  and  economic  priorities.  It  is  my  sincere  hope 
that  legislators  will  come  away  from  this  conference  with  a  better 
understanding  of  what  I  believe  are  some  very  real  opportunities  to 
contain  health  care  costs  within  your  own  State,  and  thereby  have 
more  money  to  spend  on  other  priorities. 

I  am  sure  that  it  will  come  as  no  surprise  to  you  to  learn 
that: 

—  The  nation's  total  annual  spending  for  all  health  care  costs 
has  more  than  quadrupled  over  the  last  10  years  —  from  $39 
billion  to  over  $165  billion;  or  that 

—  National  expenditures  for  health  are  taking  an  increasingly 
larger  bite  out  of  the  GNP  (5.8%  of  the  GNP  in  1966;  8.8%  of 
the  GNP  in  1977);  or  that 

—  Based  on  present  trends,  the  country  will  spend  nearly  $310 
billion  —  or  about  a  third  of  a  trillion  dollars  —  on  health 
care  by  1983. 

All  of  these  huge  sums  remind  me  of  a  remark  the  late  Senator 
Everett  Dirksen  made  when  someone  else  was  rattling  off  such 
seemingly  astronomical  dollar  figures.  Dirksen  stopped  him  in 
mid-testimony  and  said  in  those  beautiful  golden-throated  tones  of 
his : 

"A    million    dollars    here,  a  million    dollars  there,  and 
pretty  soon,  we  are  talking  about  real  money." 

Let's  talk  this  morning  about  the  real  money  you  are  spending 
on  health  care,  and  what,  together,  we  can  do  about  it. 
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QUALITY  OF  CARE 


What  are  we  —  and  I  mean  you,  the  States,  as  well  as  the 
Federal  government  —  getting  for  all  this  money? 

In  point  of  fact: 

—  Are  not  the  bulk  of  our  expenditures  for  the  treatment  of  the 
ill,  rather  than  for  the  care  of  the  healthy? 

—  Should  we  not  be  establishing  in  some  quantifiable  manner  what 
effect  the  medical  procedures  and  treatment  regimens  for  which 
we  are  paying  are  having  on  the  morbidity  and  mortality  of  our 
population? 

—  In  truth,  do  we  even  know  what  constitutes  quality  of  care? 

Assuming  that  we  could  get  a  better  handle  on  this  difficult 
question  of  quality  —  a  big  assumption,  I  admit  —  it  would  be 
time  consuming  and  costly  to  develop  such  data.  And  for  better  or 
worse,  we  Americans  are  not  known  for  our  patience. 

The     result  is  that  it  is  the  process  not  the  outcome  that  we 

generally    measure.     We  don't  think  we  can  measure  output  so  we  end 

up  measuring  input  —  number  of  hospital  visits,  hours  worked, 
patients  seen  in  a  given  year. 

But,  even  under  these  less  than  ideal  terms,  a  second  problem 
exists:  defining  who  the  consumer  is.  Is  the  consumer  the 
patient?  The  patient  and  his  family?  Can  the  government  as  the 
payor  of  health  care  be  considered  a  consumer  in  any  sense? 

Dr.  Lang  Burwell  has  said: 

"In  pre-depression  days,  the  issues  of  quality  and 
cost  control  were  largely  the  concern  of  the  physician 
and  his  patient.  The  physician  provided  the  best  care 
he  knew  how  to  give  within  the  limits  of  what  the 
patient  could  afford.  The  patient,  on  the  other  hand, 
was  restricted  by  what  he  could  afford  to  choosing  a 
doctor,  and  did  the  best  he  could  to  choose  among  the 
limited  resources  available  to  him." 

I  ask  you:  With  health  care  costs  escalating  so  rapidly,  is 
it  a  degradation  of  quality  for  the  government  to  pay  for  the  "best 
care  within  the  limits  of  what  it  can  afford"  as  determined  by 
elected  government  representatives  and  policy  makers? 
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ADMINISTRATION  COST  CONTAINMENT  EFFORTS 


What  efforts  are  being  made  to  control  costs  without 
sacrificing  quality?  I  would  like  to  start  by  reviewing  some  of 
the  Administration's  recent  efforts  to  contain  rising  health-care 
costs . 

In  my  opinion,  there  are  few  other  areas  of  our  national 
economy  where  there  is  as  great  a  need  for  anti-inflationary 
measures  as  in  the  health  care  industry.  Passage  of  the  ideas 
contained  in  the  Administration's  hospital  cost  containment  act  is 
of  paramount  importance.  I  believe  the  hospital  cost  containment 
act  represents  one  of  the  best  opportunities  we  have  to  curtail 
rising  hospital  costs  on  a  national  level.  As  you  know,  it  was 
introduced  more  than  a  year  ago,  and  it  is  still  awaiting  final 
congressional  action.  Fully  40  percent  of  health  care  costs  today 
are  hospital  costs.  The  inflation  rate  in  hospital  costs  last  year 
alone  was  15.3  percent.  And  the  Consumer  Price  Index  has  indicated 
no  let  up  in  hospital  price  increases  in  recent  months.  Today  the 
need  for  hospital  cost  containment  is  more  critical  than  ever. 

The  proposed  cost  containment  legislation  is  geared  to  allow 
for  a  wide  variety  of  adjustments  and  exceptions.  Nonetheless,  we 
still  believe  the  program  is  basically  simple  to  administer  and 
will  require  no  new  audits  or  monitoring  programs.  Because  of  the 
interest  which  the  bill  has  raised  on  the  Hill,  the  Administration 
is  currently  evaluating  a  number  of  proposed  amendments  to  it.  One 
very  important  concern  is  enabling  the  States  to  have  a  strong 
voice  in  the  control  of  hospital  costs. 

As  a  former  chairman  of  a  large  hospital's  finance  committee, 
I  remain  very  much  in  touch  with  the  effects  which  Federal 
proposals  are  having  on  hospital  costs.  Even  the  threat  of  a  lid  on 
escalating  costs  is  beginning  to  have  a  beneficial  effect  on  the 
industry. 

Friends  over  at  the  American  Hospital  Association  are  proud  to 
point  to  a  number  of  voluntary  efforts  which  State  hospital 
associations  have  undertaken  to  control  costs.  Michigan,  Missouri, 
North  Dakota,  Ohio,  Texas,  Pennsylvania  and  New  Jersey  are  but  a 
few  of  the  States  they  tell  me  are  having  some  real  success  with 
the  problem  on  a  voluntary  basis. 

In  Pennsylvania,  for  example,  a  Statewide  target  for  reducing 
the  rate  of  increase  in  hospital  expenditures  has  been  identified. 
Operating  budgets  are  being  reviewed  to  determine  ahead  of  time 
whether  or  not  it  is  likely  that  the  hospital  will  remain  within 
the  self-imposed  ceiling.  And  if  it  looks  like  the  hospital  isn't 
going      to    make     it,     the     State    association    provides  technical 
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assistance  to  help  the  hospital  meet  its  goal. 


In  New  Jersey,  a  voluntary  State  committee  consisting  of  a 
broad  spectrum  of  business  and  professional  leaders  is  attempting 
to  hold  down  costs  by  pulling  together  material  to  help  hospitals 
with  their  discharge  planning,  shared  services,  hospital  employee 
productivity  and  energy  conservation,  to  name  just  a  few  areas. 


Now,  I  am  in  no  position  to 

of     these  voluntary  efforts, 

activity  was  only  recently  gotte 

President  Carter  sent  his  hospita 
the  Hill. 


judge  the  final  success  or  failure 
But  I  do  know  that  much  of  this 
n  underway-at  about  the  same  time 
1  cost  containment  proposals  up  to 


SPECIFIC  HEW  STEPS 


With  regard  to  some  specific  activities  being  undertaken  by 
HEW,  Secretary  Calif ano  announced  several  months  ago  a  number  of 
initiatives  that  HEW  would  take  —  and  States  could  take  —  to 
control  the  precipitous,  and  corrosive,  rise  in  health  care  costs. 
These  include: 


—  Development  of  regulations  to  limit  Medicare  payments  for 
laboratory  tests  and  for  medical  equipment  to  the  lowest  price 
that  is  widely  available  for  the  same  quality  in  a  particular 
community,  instead  of  paying  on  the  basis  of  average  charges  or 
even  higher  ones. 


Introduction  into  Medicare  of  new  and  tighter  computer 
screening  techniques  like  those  used  by  the  IRS,  to  flag  health 
care  services  that  should  be  audited  to  determine  if  they  are 
medically  necessary. 

Work  with  PSROs ,  to  set  specific  goals  for  lengths  of  stays, 
and  use  of  tests  in  order  to  reduce  excessive  hospitalization 
and  unnecessary  procedures.  In  my  opinion,  the  most  telling 
effect  of  PSROs  may  be  in  terms  of  increased  quality  rather 
than  substantial  dollar  savings. 


—    Acceleration  of 
program    which  is 
surgery  performed 


our  plans  to  implement 
designed  to  reduce  the 
in  this  country. 


our  "second  opinion" 
amount  of  unnecessary 


—    And,     revision    of    current  Med 
non-profit     hospitals     to  pool 
services,     from     laundry  and  bil 
programs . 


icare  regulations     to  encourage 
their     resources  and     to  share 
ling     services  to  basic  medical 


30 


In  addition,  the  Secretary  has  also  written  to  the  governors 
of  each  of  the  States  and  territories  to  request  that  they  work 
together  with  their  respective  legislatures  to: 

—  Take  all  necessary  action  to  promote  the  substitution  of 
generic  prescription  drugs  for  more  expensive  brand  name  drugs, 
both  in  the  Medicaid  program  and  more  generally.  The  Food  and 
Drug  Administration  will  provide  technical  assistance  in  this 
area  to  any  State  that  desires  it. 

—  Stimulate  the  development  of  Health  Maintenance  Organizations 
and  encourage  enrollment  in  HMOs  by  State  employees  and 
Medicaid  beneficiaries,  and 

—  Support  health  planning  activities  designed  to  curb 
construction  of  unneeded  health  care  facilities  that  lead  to 
surplus  hospital  beds  and  equipment. 


MEDICAID  AND  COST  CONTAINMENT 

Now  let  me  turn  to  a  subject  which  is  particularly  close  to  my 
heart:     the  Medicaid  program. 

Medicaid  today  covers  nearly  23  million  Americans.  It  involves 
half  of  the  17,000  convalescent  facilities  in  the  country,  as  well 
as  half  of  the  7,000  hospitals.  Seventy  percent  of  all  pharmacies, 
and  40%  of  the  250,000  practicing  physicians  also  participate  in 
our  program. 

In  terms  of  dollars,  Medicaid  is  bigger  than  either  General 
Motors  or  ITT.  This  year  we  will  spend  $18  billion,  and  next  year 
we  will  spend  close  to  $20  billion.  Twenty  billion  dollars  -  that 
works  out  to  $60  million  a  day  that  will  be  paid  out  through  the 
program.  Now  that's  real  money  even  in  Senator  Dirksen" s  terms. 

What  have  we  gotten  in  return  for  all  this  money?  Three  major 
achievements  for  which  the  program  is  a  least  partially  responsible 
include : 

—  Reduction  of  infant  mortality  rates  among  the  poor  from  75  per 
1,000  to  35  over  the  last  10  years. 

—  A  40%  increase  in  the  number  of  physician  visits  by  the 
medically  indigent  from  2  1/2  visits  per  year  several  years 
ago  to  nearly  4  per  year  today,  and 

—  An  overall  feeling  in  the  country  that  things  are  getting 
better  not  worse,  and  that  States  themselves  are  playing  an 
important     role     in     the    determination    of    benefits     for  the 
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Medicaid  system. 


While  it  would  be  presumptuous  for  the  Medicaid  program  to 
take  all  the  credit,  I  do  believe  we  are  having  a  very  beneficial 
effect  on  the  health  care  status  of  this  country. 

MEDICAID  QUALITY  CONTROL  PROGRAM 

In  Fiscal  1978,  we  will  spend  approximately  $20  billion  to 
purchase  care  for  more  than  23  million  people.  Of  this  amount, 
States  will  contribute  over  $8  billion.  Because  of  the  vast  amount 
of  money  involved,  we  have  undertaken  a  broad  array  of  initiatives 
to  reduce  costs  and  increase  efficiency. 

There  are  four  specific  steps  HEW  is  taking  which  I  believe 
can  help  State  officials  get  a  better  handle  on  their  own  State 
health  care  program  costs. 

The  Medicaid  quality  control  program  is  our  primary  effort  to 
detect  errors  within  our  system.  Initially,  it  was  a  major  part  of 
the  AFDC  cash  assistance  program  in  the  early  1970' s. 

Medicaid  has  expanded  the  OC  program  to  detect  errors  in 
beneficiary  eligibility  for  all  of  our  State  programs. 
Interestingly  enough,  even  the  threat  of  penalties  in  the  AFDC 
program  -  from  errors  detected  with  OC  -  had  a  significant  impact 
on  reducing  our  error  rates. 

We  are  very  pleased  with  the  results  of  this  program.  And  we 
are  beginning  to  expand  it.  One  particularly  fruitful  area  that  we 
are  anxious  to  have  MQC  expand  into  is  the  virgin  territory  of 
third  party  liability.  As  you  may  know,  Medicaid  is  supposed  to  be 
the  payor  of  last  resort.  What  that  means  is  that  if  our 
beneficiary  has  Workmen's  Compensation,  Blue  Shield/Blue  Cross, 
Medicare  or  any  other  sort  of  coverage,  those  payors  sould  pay 
first.  Only  after  all  other  sources  have  been  tapped  are  the  State 
and  Federal  funds  in  the  Medicaid  program  supposed  to  be  called 
upon. 

Unfortunately,  we  have  found  that  this  has  not  always  been  the 
case.  The  Medicaid  Ouality  Control  program  is  helping  us  to  detect 
these  errors  and  beginning  to  save  us  both  considerable  amount  of 
money. 

I  strongly  urge  that  if  you  want  to  find  out  more  about  MQC, 
what  it  is  and  how  it  can  help  the  taxpayers  of  your  State,  you 
should  contact  your  own  State  director  of  Medicaid.  And  if  he  or 
she     can't    answer     all     of     your     questions     give     us     a    call  in 


32 


Washington.  We're  here  to  help  you. 


MEDICAID  MANAGEMENT  INEORMATION  SYSTEM 

A  second  initiative  we  have  undertaken  to  control  costs  is  the 
Medicaid  Management  Information  System.  WIS  helps  us  improve  our 
control  over  claims  processing  errors.  But  it  is  much  more  than 
that:  MMIS  provides  a  broad  data  base  for  statistical  analysis  of 
past  trends,  present  circumstances  and  future  possibilities. 

As  one  of  the  first  directors  with  a  certified  MMIS  program  I 
can  testify  to  its  usefulness.  Even  Congress  is  beginning  to  see 
its  usefulness.  Originally  authorized  to  match  States  on  a  50-50 
basis,  Congress  has  recently  authorized  a  considerable  higher  match 
of  90-10  for  development  costs  of  a  State's  MMIS  and  75-25  for 
operating  costs  once  a  program  is  up  and  running. 

The  States  are  taking  us  up  on  our  offer.  When  I  came  on 
board  last  April,  15  States  had  a  certified  MMIS  program.  Today  19 
are  currently  certified  and  3  more  are  in  the  final  stages.  By  the 
close  of  this  year  we  plan  on  having  25  systems  up  and  running. 


STATE  ASSESSMENTS 

A  third  very  productive  initiative  we  are  undertaking  with  the 
help  of  the  Regions,  is  State  assessments.  The  real  goal  of  this 
program  is  assistance  to  the  States. 

Prior  to  going  into  a  State,  our  team  carefully  review 
existing  material  and  gathers  as  much  information  as  we  can  about 
how  well  the  State's  Medicaid  program  is  doing.  We  may  send  eight 
to  fifteen  people  into  a  State  for  an  intense  two  week  period. 
That's  a  lot  of  people  encumbering  a  lot  of  other  people's  time. 
But  we  try  to  schedule  the  reviews  rationally.  And  we  are  working 
to  coordinate  our  efforts  with  other  review  activities  such  as 
fraud  and  abuse  to  make  the  best  use  of  everyone's,  time. 

The  end  product  of  this  effort  is  appreciable.  A  report  is 
compiled  which  gives  State  legislators  and  the  public  a  snapshot 
picture  of  their  own  State  system  -  what  it's  doing  right,  who  it 
serves  and  what  some  possible  opportunities  may  be  to  improve  the 
situation  even  more. 


CORRECTIVE  ACTION  PROJECT 

A    fourth  and  final  initiative  I    would  like  to  share  with  you 
is     CAP    -     the     Corrective     Action  Project.     CAP    is  our  effort  to 
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provide  real  technical  expertise  to  States  who  request  help  from 
the  central  office. 

"Technical  assistance"  is  a  term  too  often  used  to  cover  a 
multitude  of  sins.  Everything  that  anyone  does  which  can't  be 
labelled  anything  else  is  called  TA.  Well,  that's  not  what  I  am 
talking  about. 

CAP  is  composed  of  people  who  have  had  direct  hands-on 
experience  in  the  field  and  now  seek  to  transfer  what  they  have 
learned  from  one  State  program  to  another.  But  let  me  emphasize 
that  CAP  people  are  not  the  Federal  bureaucracy's  answer  to  Typhoid 
Mary:  They  don't  transmit  the  lack  of  knowledge  one  State  has 
about  eligibility  error  to  another  State  that  is  just  beginning  to 
get  it's  feet  on  the  ground.  Rather,  the  Corrective  Action  Project 
takes  the  useful  knowledge  from  the  State  and  injects  their  own 
expertise  to  make  it  even  better. 

All  of  these  systems: 

—  Medicaid  Quality  Control 

—  Medicaid  Management  Information  System 

—  State  Assessments,  and 

—  The  Corrective  Action  Project 

are  steps  we  are  taking  to  help  the  States  assess  their  own 
programs  and  cost-effectiveness.  I  urge  you  to  find  out  more  about 
them,  to  use  them,  and  to  let  us  know  what  we  can  do  to  help  you 
further . 


NURSING  HOME  INDUSTRY  AND  MEDICAID 

There  is  one  particular  aspect  of  health  care  costs  that  bas 
me  particularly  worried:     the  nursing  home  industry. 

We  are  all  aware  that  the  number  of  people  over  65  years  of 
age  in  this  country  is  growing  rapidly.  And  while  their  numbers 
are  growing  geometrically,  the  cost  of  affording  institutionalized 
care  for  them  is  growing  exponentially. 

Take  Medicaid  for  example.  Nearly  40  cents  out  of  every 
Medicaid  dollar  goes  toward  institutionalized  nursing  home  care. 
That  is  an  alarmingly  high  amount,  particularly  when  nursing  home 
patients  make  up  less  than  8  percent  of  the  Medicaid  beneficiaries. 
But  what  is  even  more  alarming  is  that  while  the  proportion  of 
people  using  nursing  homes  in  our  program  rose  by  6%  between  1973 
and  1977,  total  expenditures  for  institutionalized  longterm  care 
increased  by  113%. 
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I  believe  that  the  real  tragedy  of  America's  health  care 
system  is  that  many  long  term  care  patients  are  in  substandard 
facilities  because  it  is  more  convenient  for  society  to  get  them 
out  of  the  way.  Many  studies  by  State  Medicaid  agencies  reveal  that 
a  significant  number  of  residents  in  LTC  facilities  are  there  not 
for  medical  but  for  social  reasons.  Many  of  them  require  some 
assistance  in  daily  living  that  could  be  provided  in  a 
non-institutionalized  setting. 


Yet  we  have  not  been  sufficiently  imaginative  to  find  and 
finance  practical  alternatives  to  the  either/or  situation  of 
inadequate  or  absent  care  in  an  elderly  person' s  own  home  or  the 
depersonalized  (and  frequently  dehumanizing)  setting  of  a  long  term 
care  institution. 


While  I  can  only  discuss  this  issue  in  the  context  of  the 
Medicaid  program,  you  have  the  responsibility  for  looking  at  all 
the  forces  that  are  impacting  your  State's  rising  health  care  bill. 
I  think  you'll  agree  that  one  very  important  area  to  consider  in 
all  of  this  is  long  term  care  and  how  we  are  both  spending  our 
money. 


I  ask  you  to  look  very  carefully  at  how  you  are  spending  your 
health  care  dollars.  The  Medicaid  program  is  an  open-ended 
State/Federal  program  in  which  the  States  establish  their  own 
priorities.  The  Federal  government  then  matches  State  dollars. 
Looking  at  the  nursing  home  example,  again,  seventeen  States  devote 
more  than  one-half  of  their  Medicaid  dollars  to  institutionalized 
long  term  care.  Alaska,  South  Dakota  and  Minnesota  spend  more  than 
60%.  Now  I  recognize  that  the  Medicaid  program  is  just  for  health 
care  alone.  But  is  institutionalized  long  term  care  where  we  want 
to  be  spending  so  much  of  our  health  care  dollars? 


I  am  in  no  position  to  judge,  but  State  legislators  must 
wrestle  with  these  questions,  confront  the  issues,  and  set 
priorities . 

There  are  a  whole  host  of  less  expensive  alternatives  that  are 
just  as  effective  as  institutionalized  care:  home  health  services, 
senior  citizen  activity  centers,  voluntary  programs,  etc.  No  one 
alternative  has  all  the  answers.  But  concentrated  effort  by 
members  of  State  legislative  staffs  to  turning  our  thinking  from 
traditional  -  and  costly  -  modes  of  care  to  other  possibilities  is 
needed  by  all  of  us  including  those  who  currently  require 
institutionalized  care. 


Lastly,  I  urge  you  to  seek  more  information  and  assistance  if 
you  think  your  State  could  benefit  from  it.  We  at  the  Medicaid 
Bureau  stand  ready  to  help  you.  Let's  do  what  we  can  to  let 
Everett  Dirksen  rest  easy.  Let's  work  together  on  the  problems  of 
real  money. 
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Senator  Tarky  Lombard i ,  Jr. 
Chairman,  Health  Committee 
New  York  Senate 


THE  NEW  YORK  EXPERIENCE 


Medicaid  first  evolved  in  New  York  State  in  1966  —  the  same 
year  I  entered  the  New  York  State  Senate  —  and  I  have  been  living 
with  it  ever  since. 

Starting  with  its  passage,  we  have  been  reacting  continually 
to  crisis  situations. 

How  well  I  remember  April,  1966,  when  our  legislature  was 
warned  by  the  then  commissioner  of  social  services  that  if  this 
enabling  legislation  was  not  passed  by  April  30,  about  two  weeks 
after  it  was  first  introduced,  New  York  State  would  lose  at  least 
$19  million  in  Federal  reimbursement  for  the  first  quarter  of  that 
year.  I  do  not  believe  any  of  us  then  in  the  legislature  had  any 
concept  of  the  enormity  of  Medicaid.  An  inner  sense  told  me  "no", 
but  reluctantly  I  voted  for  the  program,  along  with  all  but  one  New 
York  State  Senator.  I  advocated  medical  assistance  to  the  needy, 
but  I  felt  we  were  rushing  blindly  into  a  massive  program  that  we 
were  ill-equipped  to  handle.  In  addition,  I  was  not  "sold"  on  the 
assumption  that  the  infusion  of  Title  XIX  money  into  our  State 
would  curtail  State  expenses  for  providing  care  to  the  medically 
needy. 

I  could  have  been  far  more  comfortable  with  the  program  if  I 
had  been  assured  that  the  huge  Medicaid  spending  program  I 
visualized  would  be  effectively  administered  to  provide  adequate 
and  quality  medical  care  for  the  poor. 

New  York  State's  original  Medicaid  law,  which  passed  after  one 
brief,  poorly  attended  public  hearing  proved  to  be  a  giveaway 
program.  We  had  unlimited  provision  of  the  basic  health  services 
mandated  under  Title  XIX;  unlimited  provision  of  all  Federally 
authorized  optional  services;  full  coverage  for  Federal  public 
assistance  and  State-aided  general  assistance  population;  and  full 
coverage  for  a  medically  needy  category  with  an  eligibility  level 
of  $6,000  for  a  family  of  four. 

It  was  not  until  after  the  law  was  enacted  that  the  public 
panicked.  Our  constituencies,  local  governments,  health  providers 
and  the  taxpayers  as  well  revolted.  As  a  result,  marathon  public 
hearings  were  held  after  the  fact.  Oovernor  Rockefeller  was  the 
opening  witness  an  attempt  to  set  the  pace  for  a  program  that  he 
hoped  would  be  embraced.  Despite  the  public  uproar  and  vehement 
statements  of  disapproval,  the  law  prevailed. 
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By  1969,  however,  there  was  no  question  that  it  was  a  runaway 
program  and  New  York  State  could  not  continue  to  foot  the 
skyrocketing  health  bills  at  such  a  phenomenal  annual  increase. 
During  1969,  we  started  to  retrench  somewhat,  realizing  that  the 
system  was  not  what  we  were  led  to  believe  it  would  be. 


Hospitals,  nursing  homes  and  health  professionals  were  geared 
up  to  service  the  increased  demands.  Patients  were  recruited  to 
enroll  for  Medicaid.  They  were  literally  "coming  out  of  the 
woodwork."  Although  a  large  proportion  of  our  medically  indigent 
were  receiving  good  health  care  for  real  illnesses,  many  others 
were  using  hospital  clinics  for  social  purposes.  Some  felt  that 
having  a  Medicaid  card  entitled  them  to  go  from  one  facility  to 
another.  We  were  not  prepared  for  the  number  of  people  in  the 
system,  nor  for  the  abuses  that  quickly  became  obvious.  It  was 
expected  that  total  health  care  expenditures  would  rise  with  the 
increased  demands,  but  no  one  was  prepared  for  what  actually 
happened  to  prices. 

In  1969  I  became  convinced  that  the  best  way  to  control  the 
system  was  to  require  patient  participation  in  their  own  health 
care  and  introduced  legislation  requiring  co-payment  for  all 
outpatient  care.  Federal  law  prohibits  co-payment  for  inpatient 
care.  I  was  unsuccessful  that  year,  but  finally,  in  1970,  the 
requirement  was  enacted.  The  then  social  services  commissioner 
ignored  the  law,  with  tbe  excuse  it  was  too  cumbersome  to  put  into 
place.  Eventually,  it  was  repealed  at  the  insistence  of  the  social 
services  commissioner  who  claimed  it  was  unworkable  and  that 
Federal  law  did  not  allow  co-payment  as  provided  in  our  law.  (Ed. 
Note:  Mandatory  services  for  the  categorically  needy  must  be 
provided  without  charge  to  the  recipient,  under  Federal  law.) 

Now  a  study  by  Rand  Corporation  economists  suggests  that  free 
care  pushes  demand  about  8  to  15  percent  higher  than  it  would  be  if 
the  patient  participated  in  the  program,  with  a  co-payment  of  25 
percent.  Twenty-five  percent  might  be  somewhat  high  but  a 
co-payment  mechanism  would  give  the  health  care  user  the  incentive 
to  be  a  "prudent  buyer." 

We  cannot  place  all  the  blame  on  the  providers  and  the  users. 
Government  encouraged  expansion  and  increased  utilization.  Federal 
monies  were  easily  accessible  for  construction.  New  York  State 
established  low  interest  loan  funds  for  construction  and 
reconstruction,  for  both  non-profit  hospitals  and  nursing  homes. 
That  money,  too,  was  readily  available,  although  it  has  dried  up 
also.  And,  even  with  our  certification  of  need  law  on  the  books 
since  1964,  we  had  a  "bricks  and  mortar"  epidemic  and  the  hospital 
and  nursing  home  industries  were  expanding  at  an  incredible  rate. 
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New  York  State  continued  to  outpace  the  nation  in  number  of 
beds,  length  of  stay  and  dollars  spent  per  capita.  Here  I  must 
agree  with  President  Carter's  statement  that  "more  is  not 
necessarily  better." 

For  instance,  in  1969  the  national  total  per  capita  health 
expenditure  was  $294  and  New  York's  was  $374.  In  1973,  when  the 
national  figure  was  $441,  New  York's  was  $600.  In  1975,  New 
Yorkers  spent  $758  while  $547  was  spent  nationally. 

Medicaid  expenses  in  New  York  have  risen  from  $607  million  in 
1967  to  $2.9  billion  in  1976;  34.4  percent  of  the  Medicaid  dollars 
was  spent  for  hospital  care;  35.5  percent  for  nursing  home  care; 
11.3  percent  for  clinics  and  outpatient  care;  6.5  percent  for 
doctors  and  other  professionals;  1.8  percent  went  for  dental  care; 
3.3  percent  for  drugs  and  supplies;  while  7.2  percent  was  spent  for 
all  other  services.     Our  limitations  must  be  recognized. 

Currently  we  have  approximately  80,000  hospital  beds,  existing 
and  under  construction,  while  our  department  of  health  has 
projected  a  need  for  68,000  beds  in  1980.  New  York  City  is  grossly 
"overbedded ,"  and  our  State  health  department  is  desperately 
attempting  to  cut  back  the  numbers  substantially.  A  similar 
situation,  but  to  a  lesser  degree,  exists  in  areas  outside  the 
city.  This  is  one  of  the  most  difficult  tasks  facing  the 
administration  today. 

As  legislators  and  legislative  staff  members,  you  all  know  it 
is  easier  to  start  a  program  than  to  curtail  it.  For  instance,  in 
the  early  70's,  Medicaid  mills  became  prevalent,  largely  in  New 
York  City.  These  are  neither  certified  nor  licensed  facilities,  but 
are  practices  started  largely  by  entrepreneurs  in  medically 
deprived  areas.  No  one  knows  how  many  mills  are  in  existence 
because  they  are  not  listed  anywhere  and  they  seem  to  move  rapidly 
from  place  to  place. 

I  am  sure  you  have  all  been  hearing  about  the  "ping-ponging" 
of  patients.  It  is  not  uncommon  for  a  person  to  go  in  for 
treatment  of  a  common  cold  and  be  seen  by  a  podiatrist,  a 
psychiatrist  and  a  dentist  in  addition  to  being  given  a  few  aspirin 
for  his  cold.  The  providers  usually  are  paid  a  percentage  by  the 
owner  and  it  is  to  their  financial  advantage  to  "over-treat"  even 
though  it  is  morally  wrong. 

Our  legislature  is  now  working  on  solutions  to  curtail  these 
abuses.  What  is  the  best  way  to  do  it?  Conceptually,  we  all  agree 
careful  regulation  is  necessary.  The  bill  currently  under 
consideration  requires  licensure  for  these  facilities.  Is  this  the 
best  control  mechanism?  Once  a  license  is  issued  it  is  exceedingly 
hard     to  "lift".     Both  legislative  bodies  and  the  governor's  office 
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as  well  must  reach  an  agreement  on  the  best  approach  to  put  an  end 
to  such  abusive  Medicaid  practices. 


Abuses  in  the  nursing  home  industry  in  New  York  have  become 
notorious .  I  am  seriously  concerned  that  we  over-reacted  as  a 
result  of  horrendous  exploitations  by  a  few.  I  believe  that  most 
people  in  the  industry  are  honest  and  sincere. 


In  1975,  we  reacted  again  in  a  crisis  fashion  and  enacted 
nursing  home  legislation  which  was  implemented  by  overly 
restrictive  rules  and  regulations  which  were  not  within  the 
legislative  intent.  My  biggest  fear  is  the  effect  on  patients. 
Much  work,  including  cleaning  up  some  of  our  present  laws,  remains 
to  be  done  to  assure  that  the  elderly  and  infirm  who  have  no  choice 
in  their  institutional  confinement  will  be  cared  for  properly  and 
that  their  physical,  social  and  psychological  needs  will  be  met. 
We  know  that  some  patients  are  placed  improperly  and,  in  a  sizable 
percentage  of  cases,  we  are  paying  for  a  higher  level  of  care  than 
actually  is  needed  by  the  patient.     This  must  stop. 

We  will  be  considering,  this  month  and  next,  legislation 
submitted  by  the  governor  that  would  require  placement  assessment 
of  all  persons  applying  for  admission  to  long  term  care  facilities, 
regardless  of  personal  resources.  The  rationale  is  that  within  a 
short  time  a  self-pay  patient  exhausts  his  resources  and  becomes 
Medicaid  eligible.  However,  we  must  also  consider  the  freedom  of 
choice  of  the  more  fortunate.  If  they  choose  to  enter  a  nursing 
home  and  can  afford  to  pay  the  costs  themselves,  can  we  morally 
prevent  them  from  doing  so? 


In  addition,  some  of  the  standards  imposed  on  long  term  care 
facilities,  either  by  government  or  by  the  industry  itself,  have 
resulted  in  exorbitant  costs  we  can  no  longer  afford  to  pay.  Over 
the  years,  I  have  been  seriously  concerned  about  exceeding  our 
ability  to  pay.  Do  we  need  paid  basket  weaving  teachers  in  our 
nursing  home  programs?  What  has  happened  to  the  volunteers  who 
used  to  give  their  time  and  talent  to  make  life  in  a  nursing  home 
more  pleasant?  Perhaps,  because  government  reimbursement  was  easy 
to  come  by,  nursing  homes  hired  professionals  to  do  the  work 
formerly  done  by  volunteer  groups.  It  is  time  to  revert  to  the 
"help  thy  neighbor"  concept. 

Abuses  in  the  long  term  care  industry  must  stop.  At  the  same 
time,  we  must  reimburse  appropriately  for  needed  services  and  set 
priorities  for  our  tax  dollars. 


Perhaps  the  best  way  we  can  care  for  patients  who  need  long 
term  care  is  to  expand  the  delivery  of  home  health  care.  I  have 
introduced  legislation  that  would  basically  create  "nursing  homes 
without     walls."     This     has     been  enacted  in  New    York  and  is  being 
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implemented,  with  a  75%  restriction  for  such  service.  This 
proposal  would  allow  long  term  care  facilities  to  deliver  nursing 
home  level  care  to  patients  who  have  been  approved  for  long  term 
care  but  who  have  also  been  considered  medically  eligible  to  remain 
at  home  if  proper  care  was  available  to  them  there.  This  plan,  of 
course,  is  not  for  everyone.  First,  the  patient  must  have  a  home  to 
stay  in  and  a  family  willing  to  have  him  there.  A  budget,  in 
accordance  with  his  needs,  would  be  established  by  the  local  social 
services  district,  not  to  exceed  80  percent  of  the  annual  cost  of  a 
nursing  home  in  the  same  area.  Here  is  an  example  of  how  this 
budget  would  fluctuate  monthly.  If  the  average  monthly  nursing 
home  rate  was  $1,000,  the  monthly  budget  would  be  $800  —  or  a 
maximum  of  $9,600  for  a  year.  If  it  were  determined  that  the 
patient's  actual  necessary  care  would  cost  $600  a  month,  he  would 
receive  a  paper  credit  of  $200;  then,  should  his  condition  worsen 
and  more  care  become  necessary,  the  money  that  was  saved  in 
previous  months  could  be  used. 

Long  term  care  facilities  and  hospitals  desiring  to  provide 
this  type  of  service  first  would  apply  to  the  local  health  services 
agency  and  then  to  our  department  of  health  for  approval.  Need  for 
the  services,  as  well  as  the  ability  to  provide  it,  would  be  taken 
into  consideration  before  approval  was  given. 

I  can  see  this  as  a  way  of  reducing  waiting  lists  for  long 
term  care  beds,  as  a  humane  way  of  treating  our  elderly  and  infirm 
and  as  a  cost-saving  mechanism  as  well.  We  have  high  hopes  for 
passage  this  year  and  appear  to  be  gaining  widespread  support.  [1] 

Now  to  hospitals  —  I  am  not  sure  whether  or  not  New  York's 
situation  is  unique.  Our  laws  now  are  parallel  with  the  rationale 
used  in  setting  Blue  Cross  and  Medicaid  rates.  Prior  to  1976,  the 
problems  were  surmountable.  But  with  the  severe  fiscal  crisis  that 
loomed  before  us  in  late  1975,  it  was  obvious  that  curtailment  of 
government  funds  in  the  health  delivery  system  was  essential. 
However,  for  every  $2.00  in  Medicaid  money  taken  out  of  the  system, 
$3.00  of  Blue  Cross  money  is  also  removed.  Hospitals,  even  after 
cutting  back  services  and  personnel,  began  operating  at  large 
deficits.  Some  New  York  City  hospitals  went  bankrupt.  Others  are 
on  the  verge.  This  is  a  "Catch  22"  situation  because  the  public 
pays  both  ways.  Tax  money  subsidizes  Medicaid,  and  Blue  Cross 
premiums  are  paid  generally  by  both  the  employee  and  employer. 
Industry  is  hurting  and  the  workers  cannot  afford  higher  health 
insurance  premiums.  Do  we  "uncouple"  the  formulae  and  hope  that 
rates  will  not  skyrocket?  Or,  do  we  keep  the  status  quo  and  watch 
the  institutional  health  delivery  system  fall  apart?  This  is 
another  critical  problem  now  faced  by  our  legislature. 

Last  year  the  legislature  reluctantly  passed  legislation 
submitted     by  the  governor  that  cut  Medicaid.     Almost  every  section 
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of  the  law  has  been 
still  in  litigation, 
result  of  that  law 
determine  exactly  how 


challenged  in  the  cour 
Although  the  anticipa 
were    $70    million,  no 

much  was  saved  . 


ts.     Several  parts  are 
ted  State  savings  as  a 
one     has  been  able  to 


It  should  be  the  responsibility  of  the  appropriate  legislative 
committee  in  each  State  to  oversee  the  laws.  If  some  laws  are  not 
being  properly  implemented  or  if  legislative  intent  is  being 
distorted,  legislators  must  take  corrective  action. 


We  must  assure  all  citizens,  rich  or  poor,  that  quality  health 
care  is  available  for  all.  We  must  also  assure  them  that 
unscrupulous  providers  cannot  "rip  off"  the  sick  and  elderly  who 
are  unable  to  protect  themselves.  We  must  also  assure  them  that 
they,  as  taxpayers,  are  getting  their  money's  worth. 


The  time  for  buck-passing  is  long  since  gone.  The  Federal 
government  must  lead  the  way,  and  the  States'  legislatures  and 
administrative  bodies  must  join  the  Congress  and  the  President  to 
halt  abuses  and  prevent  reoccurrences  of  the  patterns  established 
in  the  late  60's  and  early  70's. 

State  legislatures  cannot  do  this  alone.  What  has  happened  in 
New  York  last  year  will  happen  in  another  State  next  year  —  or  in 
three  years.  This  is  a  national  problem  and,  in  order  to  reach  a 
workable  solution,  all  levels  of  government  as  well  as  hospitals, 
nursing  homes  and  the  entire  medical  profession  must  work  together 
toward  achieving  the  same  goals.  Only  then  can  we  be  certain  that 
wherever  we  go  in  this  country,  our  sick  —  poor  or  rich,  young  or 
old  —  will  receive  quality  health  care  delivered  in  the  most 
economical  manner. 


Note  s 

[1]  As  passed  the  law  specifies  a  75%  cap.  See  "Summary  of 
Nursing  Home  Without  Walls  Law"  in  Section  III. 
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Senator  Lawrence  J.  DeNardis  THE  CONNECTICUT  EXPERIENCE 

Chairman,  Program  Review  & 
Investigation  Committee 
Connecticut  General  Assembly 


Medicaid  was  enacted  in  1965  to  accomplish  two  objectives:  (1) 
to  end  segregation  by  socioeconomic  status  in  the  delivery  of 
health  services,  and  (2)  to  create  access  to  the  mainstream  of 
medical  care  for  the  poor  by  enabling  them  to  select  their  own 
private  physicians  and  hospitals. 


Twelve  years  later,  neithe 
obtained.  The  reasons  are  man 
deficiencies  reveals  lessons  wh 
States  move  to  control  and  impr 
oversight  and  executive  act 
Federalization  of  Medicaid  or  nati 


r  of  these  lofty  goals  has  been 
y.  A  thorough  review  of  medical 
ich  must  not  be  ignored  as  the 
ove  Medicaid  through  legislative 
ion,  while  Congress  ponders 
onal  health  insurance. 


In  1976,  the  Legislative  Program  Review  and  Investigations 
Committee  of  the  Connecticut  General  Assembly  conducted  a 
comprehensive  study  of  the  Medicaid  program  in  the  State,  using  on 
cost  containment.  In  its  study,  published  last  September,  the 
committee  looked  at  controls  on  eligibility,  prices,  expenditures, 
and  utilization,  and  found  major  shortcomings  in  all  areas. 

In  the  area  of  eligibility,  the  committee  found  that  annual 
eligibility  redeterminations  of  the  medically  needy  caseload  were 
not  being  done  as  required  by  Federal  regulation.  Unacceptable 
error  rates  in  the  cash  assistance  caseload,  Aid  to  Families  with 
Dependent  Children  (AFDC),  was  costing  Connecticut  millions  of 
dollars  annually  in  medical  assistance  to  ineligibles.  The 
committee  recommended  upgrading  of  staffing,  improved  training,  and 
implementation  of  a  caseload  system  to  help  correct  deficiencies. 


In  reviewing  rate-setting  procedures,  the  committee  endorsed, 
with  some  reservations,  a  new  cost-related  system  of  reimbursement 
for  nursing  homes.  The  new  system  is  designed  to  end  profiteering 
through  complex  manipulation  of  investments  and  fraudulent 
reporting,  practices  documented  in  other  States.  The  committee 
also  recommended  that  nursing  homes  only  be  reimbursed  for  the 
level  of  care  required  by  the  patient.  Some  20  to  50  percent  of 
Medicaid  patients  in  Connecticut  receive  skilled  nursing  care  when 
only  intermediate  facility  care,  which  is  less  costly,  is  needed. 


The  committee  found  that  understaf f ing  was  a  major  problem  in 
the  medical  section  of  the  State's  Department  of  Social  Services. 
Overexpenditures  were  occurring  due  to  lack  of  controls  in  the  bill 
processing  system  and  inadequate  staff  auditing  of  bills  on  a  post- 
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payment  basis.  The  committee  recommended  filling  job  vacancies  and 
other  improvements. 


Utilization  review  was  also  deficient.  Connecticut's  Medicaid 
Management  Information  System  (MMIS),  essential  to  controlling  and 
monitoring  costs  and  utilization,  has  not  yet  been  developed  and 
implemented.  The  committee  found  that  the  MMIS  project  lacked 
sufficient  leadership  and  recommended  hiring  a  full  time  director 
to  oversee  the  project. 

In  summary,  the  legislative  oversight  committee  in  Connecticut 
found  that  an  increased  investment  in  the  management  and 
administration  of  the  Medicaid  program  was  needed  to  save  wasted 
and  unnecessary  program  costs.  In  a  17-page  cost/benefit 
memorandum,  the  committee  estimated  that  $16.8  million  of 
Connecticut's  $200  million  Medicaid  program  could  be  saved  if  $4 
million  was  spent  to  improve  administrative  controls  by 
implementing  the  committee's  55  recommendations. 

Some  compliance  with  committee  recommendations  has  already 
been  achieved.  The  Department  of  Social  Services  has  reported 
significant  progress  in  seeking  a  full  time  MMIS  director.  More 
staff  has  been  hired  to  fill  vacancies  in  the  medical  payments 
sections,  and  the  department  also  plans  to  solicit  bids  for  the 
private  administration  of  its  drug  program,  a  recommendation  made 
by  the  committee  report.  Other  recommendations  are  under  study  or 
scheduled  for  implementation  when  staff  is  made  available. 

whether  these  administrative  changes  will  result  in  meaningful 
cost  control  remains  to  be  seen.  Careful  monitoring  by  the 
legislature  will  be  required  as  the  Department  of  Social  Services 
struggles  to  improve  management  of  the  Medicaid  program. 

Response  by  the  department  to  some  of  the  committee's 
commendations  show  the  difficulties  involved  in  implementing  major 
program  changes.  For  example,  the  committee  recommended 
reimbursement  of  nursing  homes  only  for  the  appropriate  level  of 
patient  care.  Although  the  recommendation  seems  reasonable,  the 
Department  of  Social  Services  staff  consider  it  unworkable  because 
of  restrictions  in  the  public  health  code  and  the  unwillingness  of 
skilled  nursing  facilities  to  accept  intermediate  care  rates. 
Therefore,  government  regulation  of  building  codes  and  the 
collective  strength  of  the  nursing  home  industry  combine,  in  this 
case,  to  frustrate  implementation  of  a  major  cost-saving 
recommendation. 


In  another  case,  the  Department  of  Social  Services  indicated 
that  it  is  not  prepared  to  implement  a  system  requiring  a  second 
opinion     for  elective  surgery.     The     department  cited  opposition  in 
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the  medical  community  as  a  major  obstacle  to  incorporating  second 
opinions  when  surgery  is  elective. 

From    the    Connecticut    experience,     it    is    clear    that  major 
program  modifications  vil 1  come  neither  easily  nor  quickly. 
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Dr.  Henry  Foley  THE  COLORADO  EXPERIENCE 

Former  Executive  Director 

Department  of  Social  Services,  Colorado 

(now  Administrator  of  Health 

Resources  Administration,  HEW) 


It  was  interesting  to  come  back  to  the  State  level  3  1/2  years 
ago  and  face  the  love-hate  relationship  that,  I  am  sure,  many  of 
you  have  had  with  your  large  umbrella  agencies.  On  some  days  we 
were  together  and  on  others  we  were  far  apart.  But  one  issue  about 
which  we  had  a  mutual  concern  was  the  rising  cost  of  health  care  in 
the  Medicaid  program.  Let  me  share  with  you  some  of  the  myths  that 
we  were  able  to  dispel;  some  difficulties  that  we  had  as  we  got 
down  to  hard  problem  solving  in  this  program  in  Colorado,  and  our 
experience  with  the  Federal  interpretation  of  what  we  have  been 
doing. 

First  of  all,  we  had  the  concern  that  most  legislators  have 
with  the  number  of  eligibles  and  how  much  error  there  was  in  terms 
of  recipient  eligibility.  We  resorted  to  face-to-face 
redetermination  on  every  client  in  the  State  of  Colorado  and  went 
from  106,000  clients  in  the  month  of  March  1976,  to  91,000  clients 
this  past  August.  That  redetermination  destroyed  the  myth  that  you 
are  going  to  prevent  rising  health  care  costs.  While  the  number  of 
clients  certainly  dropped  significantly,  well  over  10,000  in  a 
year's  time,  the  health-care  costs  themselves  were  still  continuing 
to  increase.  The  Joint  Budget  Committee  in  this  State  was  quite 
aware  that  we  had  to  use  some  other  types  of  approaches. 

The  approach  that  we  adopted  in  the  inpatient  section  of  our 
program,  a  very  high  cost  portion,  was  to  move  to  a  prospective 
rate  reimbursement  system.  We  saw,  in  our  State  program,  which  was 
approved  by  the  Federal  Government  several  years  ago,  that  there 
was  enough  flexibility  to  move  to  setting  our  prospective  rate 
reimbursement  coterminus  with  the  overall  rise  in  the  consumer 
price  index,  not  the  hospital  or  medical  price  indices.  The 
process  of  doing  that  engendered  a  lawsuit  on  the  part  of  the 
hospital  association  in  this  State.  The  suit  went  to  Federal 
court,  creating  a  situation  where  both  administrators  and 
legislators  were  required  to  cooperate  and  did.  When  we  testified 
before  the  Federal  district  court,  although  the  case  was  not  yet 
fully  resolved,  the  judge  was  interested  in  the  fact  that  both 
legislators  and  the  executive  branch  of  the  State  of  Colorado 
wanted  to  continue  to  provide  access  to  health-care  for  the 
eligible  poor.  The  judge's  major  question  was  what  should  be  the 
total  outlay  for  the  Medicaid  program  in  the  State.  He  wanted  to 
see  both  parties,  the  State  of  Colorado  and  the  hospitals, 
negotiate  in  good  faith.  He  carefully  monitored  that  process  and 
is  still  monitoring  it  to  see  if,  in  fact,  we  are  doing  so. 
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The  complexity  of  trying  to  set  rates  to  the  consumer  price 
index  is  very  interesting:  1)  there  was  an  educational  process 
that  had  to  occur  with  the  staff  of  the  legislature  and  2)  there 
had  to  be  education  of  the  judge  and  others  as  to  what  rate  setting 
was  about.  At  the  same  time  there  was  education  for  the  staff  in 
the  Central  Office  on  exactly  what  we  were  doing.  I'll  never 
forget  the  day  when  we  were  meeting  in  the  Regional  Office  and 
someone  from  the  HEW  staff  said,  "You're  violating  the  law."  I 
said,  "Now  wait  a  minute  and  look  at  what  we  are  doing  here."  In 
about  AO  minutes  we  came  out  of  the  meeting  agreeing  that  the  State 
was  following  the  law.  We  had  come  up  with  a  different  kind  of 
system,  still  consistent  with  the  Federal/ State  approval  plan  for 
prospective  rate  reimbursement.  We  have  held  hospital  cost 
increases  in  this  State  to  an  annual  rate  of  seven  percent  overall 
for  the  last  three  years  since  the  Federal  price  controls  went  off. 
That  has  not  endeared  State  legislators  nor  this  Executive  Director 
to  some  hospitals  in  the  State.  However,  it  was  a  hard  decision 
that  we  had  to  make. 

The  second  area  of  concern  regarding  the  Medicaid  program  was 
the  overall  management  of  the  programs  in  regard  to  patient 
profiles,  physician  profiles,  signals  for  fraud,  etc.  We  decided, 
as  have  other  States,  to  move  toward  a  Medicaid  Management 
Information  System.  We  convinced  the  legislature  to  mandate  such  a 
program.  The  process  raises  an  interesting  problem  that  I  would 
like  to  share  with  you.  When  one  legislature  makes  a  decision  to 
move  in  a  contractual  situation  with  the  Federal  government,  it  is 
necessary  that  succeeding  legislatures  continue  that  effort.  What 
we  experienced  with  our  next  elected  legislature  was  a  need  to 
educate  new  legislators  and  their  staffs  about  the  merits  of  a 
Medicaid  Management  Information  System.  We  had  to  convince  them 
that  this  approach  will  basically  check  costs,  ensure  financial 
access  for  their  constituents,  and  assure  the  provision  of  quality 
medical  services.  A  Medicaid  Management  Information  System  gives 
to  both  legislative  and  executive  branches  the  information  needed 
to  assess  whether  or  not  access  is  being  continued  and  whether  the 
types  of  services  being  provided  are  worthwhile. 

The  third  option  that  we  chose  in  the  area  of  medical  costs  in 
our  Medicaid  program  was  one  of  emphasizing  provision  of  health 
care  services  to  persons  in  their  homes.  This  means  that  we  need  a 
closer  examination  on  the  administrative  side  of  how  we  are 
accessing  home  health  agencies.  We  also  need  an  administrative 
assessment  of  the  experimental  development  of  community  care 
organizations  where  the  responsibility  for  providing  care  to 
persons  in  their  homes  is  placed  at  the  local  level.  Although  this 
is  characterized  as  social  service,  it  still  legally  qualifies 
under  medical  services.  The  line  is  very  fuzzy  between  what  you 
call  a  social  service  and  a  medical  service.  Often,  both  are  termed 
health      services      if      they    are     insuring     the    adequate  health 
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maintenance  of  persons  in  their  own  home  or  community. 


An  additional  major  focus  in  our  program  is  the  area  of 
nursing  homes.  Any  administrator  worth  his  salt  should  go  to  the 
Secretary  of  his  State  and  find  out  how  many  nursing  home  operators 
are  contributing  funds  to  State  legislators.  One  of  the 
interesting  games  that  occurs  at  State  levels  and  in  the  U.S. 
Congress  is  the  "ranting  and  raving"  about  nursing  home 
expenditures  and  nursing  home  abuses.  Then  when  you  move  for 
legislation  to  check  those  abuses,  to  make  sure  that  the  financial 
needs  of  patients  are  protected,  you  find  it  very  interesting  to 
see  how  the  legislature  votes.  This  year,  I  was  able  to  sit  down 
with  a  public  contributor  list  and  look  at  the  committee  that  this 
bill  was  going  to  go  through.  We  had  major  legislation  sponsored 
by  the  Attorney  General's  Office,  the  District  Attorneys  of  the 
State,  the  judges,  the  Department  of  Social  Services  and  the 
Department  of  Health.  I  would  say  that  the  bureaucracy  and  the 
legal  authorities  were  fairly  well  coordinated.  Legislation  went 
to  the  committee  which  had  the  responsibility  for  it.  The  negative 
vote  did  not  surprise  me. 

To  get  the  kind  of  laws  that  will  be  helpful  to  administrators 
in  their  effort  to  assure  that  some  of  the  care  we  are  to  provide 
through  Medicaid  to  the  nursing  home  population  is  being  given, 
will  necessitate  using  the  press  to  identify  specific  abusers  in 
the  nursing  home  industry.  It  takes  an  aggressive  enforcement 
activity,  usually  on  the  part  of  the  Departments  of  Health  and 
Social  Services,  to  be  sure  that  the  rules  and  the  regulations 
already  on  the  books  are  used.  The  criticism  is  that  we  are 
overregulating .  Overregulation  is  not  the  case.  However,  real 
enforcement  is  beginning  in  this  State.  We  have  moved  to 
unannounced  visits,  with  crack  teams  looking  at  both  the  quality  of 
care  being  provided  and  the  financial  status  of  nursing  home 
patients'  needs  accounts.  The  major  program  that  will  have  to  be 
revised  in  considering  national  health  insurance  in  any  bill  before 
the  Congress,  is  the  way  we  handle  the  nursing  home  sector.  We  must 
finance  nursing  home  care  on  a  different  basis  and  use  different 
types  of  regulatory  mechanisms  in  order  to  control  this  type  of 
program . 

Another  area  of  concern  is  that  of  fraud  and  abuse.  Eighteen 
months  ago  we  set  up  an  office  of  investigations  and  saw  that  the 
priority  was  the  medical  care  area.  To  do  a  crack  case  on  a 
physician,  pharmacist  or  nursing  home  to  establish  enough 
information  for  that  data  to  go  to  the  grand  jury  or  to  a  district 
attorney  for  prosecution  involves  many  man  hours.  For  example,  in 
Project  Integrity,  each  State  has  25  physicians  and  25  pharmacists 
to  monitor.  An  indication  of  abuse  by  a  doctor  or  pharmacist  takes 
4,000  person-hours  to  investigate.  If  we  singled  out  five  doctors 
and  five  pharmacists  in  small  States,  we  would  get  the  same  impact 
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on  the  medical  community  as  if  we  had  singled  out  25  pharmacists 
and  25  physicians.  If  you  really  want  to  ensure  that  fraud  does 
not  occur,  you  are  going  to  have  to  pay  for  the  staff.  The  staff 
needs  to  do  a  proper  investigation  so  that  the  cases  taken  to  a 
grand  jury  or  to  the  DA  are  not  thrown  out.  We  are  suggesting  that 
States  undertake  fewer  cases,  use  them  symbolically  and  use  the 
regulatory  information  that  our  Medicaid  Management  Information 
Systems  generate.  When  there  are  indications  that  there  is  a 
provider  who  is  greedily  abusing  the  system,  then  that  information 
should  go  automatically  to  the  Medical  Board  of  Examiners  and  to 
others.  In  this  manner,  we  will  begin  to  use  the  doctor's 
community  on  the  State  level  as  well  as  other  types  of  peer  groups 
to  begin  some  self-discipline.  The  information  could  be  shared 
publicly  in  a  useful  way  rather  than  for  great  press  releases. 
The  public  sharing  of  information  should  be  a  regular  activity  by 
the  Federal  government  and  the  States. 

It  became  clearer  as  we  moved  along  that  there  is  no  way  to 
single  out  the  Medicaid  program  as  the  major  cause  of  cost 
increases  at  this  time  without  looking  at  the  other  kinds  of  payers 
in  the  health  care  sector  itself.  It  makes  no  sense  for  my 
department  to  have  the  only  rate  control  structure  in  the  State. 
The  legislature,  recognizing  that,  moved  to  establish  a  rate 
control  commission  and  looked  at  the  experiences  of  States  like 
Massachusetts,  New  Jersey,  Maryland,  and  Washington.  All  of  us 
need  to  look  at  how  we  control  the  rates  across  the  board,  not  only 
in  the  Medicaid  and  Medicare  sector,  but  in  the  private  insurance  - 
sector  as  well.  This  State  established  a  rate  control  commission 
which  will  build  on  some  of  the  advances  other  States  already  have 
achieved.  Colorado  also  is  looking  at  how  to  link  the  rate  control 
commission,  the  Medicaid  program,  the  Health  Systems  Agencies,  and 
the  Professional  Standards  Review  Organizations  together  with  the 
right  control  structures.  The  linkage  for  these  agencies  and 
programs  has  to  be  set  up  by  the  legislature  and  at  the  executive 
level  in  each  State.  Negotiated  incentives  have  to  be  offered  for 
that  kind  of  linkage  to  work. 

The  two  final  issues  I  would  like  to  discuss  with  you  are 
those  of  the  working  population  which  is  not  now  covered,  and  the 
level  of  knowledge  in  State  legislatures.  The  Medicaid  program  is 
certainly  a  a  source  of  pain  to  both  legislative  and  executive 
branches  when  it  comes  to  appropriations.  It  is  interesting  to 
note  that  in  this  State  most  of  our  legislators,  Republicans  and 
Democrats,  are  discussing  how  they  can  finance  access  to  health 
services  for  the  working  poor.  We  do  not  presently  have  a 
medically  needy  program  in  the  State.  So,  at  a  time  when  we  are 
talking  about  health  care  cost  containment,  we  also  are  considering 
the  expansion  of  a  program  to  cover  a  greater  portion  of  the  State 
population.  We  estimate  that,  in  our  first  year  of  operation,  we 
will  spend  approximately  $35  million  in  that  program,  50  percent  of 
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which  will  be  State  funds.  From  a  political  standpoint,  the  cost 
would  prevent  any  other  new  programs  in  the  State  of  Colorado.  It 
is  unlikely  that  most  legislators  would  want  to  trade  off  their 
specific  interests  in  exchange  for  an  expanded  medical  care 
program. 

The  second  problem  is  the  turnover  in  legislative  staff.  I 
would  suggest  very  strongly  that  while  there  is  need  for  competency 
in  the  executive  side  of  the  Medicaid  programs  across  the  country, 
there  also  is  a  need  to  make  sure  that  legislative  staffs  are  very 
competent  in  dealing  with  the  Medicaid  program  and  its 
complexities.  In  Colorado,  we  turn  over  our  staff  on  the  Joint 
Budget  Committee  every  year.  Each  year  we  inherit  an  analyst  who 
knows  very  little  about  Medicaid  or  health.  I  recommend  offering 
positions  to  people  who  know  something  about  the  health  care  sector 
and  will  stick  with  the  job  for  a  while.  If  you  feel  that  the 
person  is  going  to  be  bought  off,  since  the  chance  for  corruption 
is  quite  great,  move  that  person  after  three  or  four  years. 
However,  hire  someone  who  is  qualified  to  do  the  job.  If  we  are 
going  to  be  serious  about  trying  to  contain  health  care  costs, 
provide  good  services  and  prevent  fraud  and  abuse ,  then  we  are 
going  to  have  to  have  qualified  people  in  both  branches  of 
government . 
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Dick  Sheridan 
Legislative  Budget  Office 
Ohio  Legislature 


THE  OHIO  EXPERIENCE 


As  far  as  the  State  legislatures  go,  much  attention  has  been 
directed  toward  solving  the  Medicaid  problem  through  policy  changes 
designed  to  effectuate  "cost  containment"  (a  stem  in  the  rise  of 
health  care  pricing  and  utilization)  but  not  enough  to  the 
important  area  of  providing  legislative  oversight  of  the 
administrative  operation  of  the  State's  Medicaid  program.  Hence,  I 
would  like  to  sketch  a  brief  outline  of  some  of  the  things  needed 
to  make  the  administration  of  the  State's  Medicaid  program  less  of 
a  "bill-paying"  function  (which  works  so  well  that  bills  are  often 
paid  two  or  three  times)  and  more  responsive  to  legislatively 
established  program  goals  and  also  legislatively  established 
maximum  spending  levels. 


IMPROVING  THE  LEGISLATIVE  PROCESS  OF  REVIEW  AND  OVERSIGHT 


These  are  some  of  the  things  State  legislatures  can  do  to 
become  active  cooperative  partners  in  a  checks-and-balances  system 
while  at  the  same  time  assisting  in  the  control  of  spending  (in 
this  case  Medicaid  spending)  before  the  situation  becomes 
unmanageable  and  the  only  alternative  appears  to  be  pouring  more 
"good"  money  after  "bad". 

1.  Clarify  legislative  intent  about  the  expectations  from 
the  Medicaid  program  and  also  about  program  expectations. 
Put  these  statements  of  policy  into  the  law. 


It  is  surprising  how  many  States  have  gotten  away 
from  "statements  of  intent"  and  "statements  of 
policy"  because  it  clutters  up  the  State  code.  As 
much  time  should  be  devoted  to  describing  the  intent 
of  legislation  as  is  spent  in  drafting  the 
legislation.  If  the  intent  of  the  sponsor  and  the 
problem  being  addressed  is  not  clear,  then  neither 
will  the  bill  drafted  to  address  the  problem  be 
clear . 


2.  Use  statements  of  intent  throughout  the  appropriations 
process  —  either  in  the  bill(s)  itself  or  in  a 
"following"  joint  or  concurrent  resolution.  If  you 
intended  nursing  home  reimbursements  to  be  $26  per  day  as 
a  maximum,  and  these  were  the  promises  made  to  the 
industry  when  you  set  up  your  formula  for  reasonable  cost 
nursing  home  reimbursements,  then  say  so. 
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3.  Set  up  appropriate  "safety  valves"  in  your  appropriations 
bills  so  that  if  something  goes  wrong  in  the  delicate 
balance  of  the  budget  there  will  be  "trigger  mechanisms" 
notifying  legislators  of  the  upset  in  the  balance  and,  at 
the  same  time,  will  set  into  motion  the  appropriate  cost 
curtailment  mechanisms  that  have  been  pre-established  by 
the  legislature.  The  legislature  then  will  not  find 
itself  called  into  special  session  only  after  all  else 
has  been  tried  by  the  executive  and  failed  and  when  the 
only  solution  is  a  quicky  deficiency  appropriations  bill. 
Two  kinds  of  programs  need  special  attention  in  this 
regard . 

a.  Programs  funded  through  State  and  Federal  match  — 
especially  the  welfare  programs  with  open-ended 
Federal  matching; 

b.  Programs  funded  through  complicated  formulas 
dependent  upon  external  variables  such  as  enrollment, 
number    of  recipients. 

Medicaid  qualifies  in  both  respects  and  therefore  should 
be  especially  amenable  to  the  establishment  of  necessary 
"safety  valves." 

4.  Use  the  appropriations  bill  and  the  budget  to  establish 
mechanisms  for  monitoring  (a)  the  achievement  of  program 
goals,  and  (b)  spending.  Use  it  to  set  up  the  levels  of 
control  needed  by: 

a.  Using  line-times  to  spell  out  the  level  of  program 
control  desired  (control  by  provider  group  or  by 
recipient  group  or  by  service  provided,  setting  up 
ceilings  as  appropriate  and  safety  valves  with 
priorities  for  reductions); 

b.  Appropriating  State  and  Federal  moneys  (only  13 
States  do); 

c.  Being  extremely  cautious  in  jumping  further  into 
so-called  budgetary  "advances"  that  are  really 
products  of  executive  thinking  designed  to  expand 
executive  powers  at  the  expense  of  legislative 
exercise  of  the  appropriations  power  (e.g.,  lump-sum 
appropriations  of  various  kinds,  program  budgeting, 
PPB)  . 
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Improve  the  legislative  oversight  function.  This  should 
be  a  non-session  function,  or  at  least  it  should  be 
co-terminus  with  major  session  activities.  The  choices 
for  giving  it  a  separate  identity  includes: 

— Devoting  one  day  a  week  non-session  day  to  "oversight"; 

— Full-scale  oversight  in  alternate  years; 

— Fall  session  devoted  to  review  of  programs. 

Establish  institutions  unique  to  this  function.  Highly 
developed  bill-passing  function  is  not  suited  to 
oversight.  Committee  structure  and  adversary  proceeding 
setting  are  not  conducive  to  cooperation  -  creates 
antagonism.  Oversight  needs  continuous  on-going  review. 
Bill  passage  and  legislative  process  institutionalized  to 
facilitate  it  are  not  conducive  to  exercise  of  oversight, 
not  continuous,  not  recurring.  Establish  adequate  reward 
structure  to  encourage  participation  by  legislators  in 
institutions  developed  to  formalize  oversight  and  to 
eventually  establish  that  function  as  co-equal  and 
co-important  with  policy-making  (bill  passing). 

Medicaid  program  has  all  the  ingredients  to  make  it  the 
saleable  commodity  for  legislative  review  and  effective 
oversight.     Some  supporting  points  are: 

—  General  public  (taxpayers)  unhappy  with  rising  costs, 
cheaters  among  recipients  and  providers,  excess 
utilization; 

—  Providers  unhappy  with  red  tape,  delayed  payments, 
government  controls  on  prices  and  reimbursement; 

—  Legislature  is  by  nature  "crisis-oriented"  and 
Medicaid  costs  have  risen  to  crisis  stage  in  many  States; 

—  Legislators  are  fed  up  with  a  system  that  does  little 
more  than  pay  bills-sometimes  two  and  three  times. 

Conditions  are  such  to  make  Medicaid  an  ideal  candidate 
to  apply  the  three  bywords  of  current  gropings  toward 
making  the  bureaucracy  accountable  to  the  public  through 
its  representatives: 

—  Zero-base  budgeting 

—  Sunset  laws 
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—  Performance  auditing 


Rut  these  have  been  oversold,  and  real  meaningful 
legislative  oversight  will  create  its  own  unique 
institution. 

Ask  the  difficult  but  basic  questions  and  exhibit  the 
political  courage  to  implement  the  policy  dictated  by  the 
answers.  Take  the  program  apart  bit  by  bit  and  determine 
which  pieces  do  not  work  and  be  prepared  to  discard  or 
replace  many  of  them. 

a.  Do  you  want  and  can  you  afford  a  public  system 
providing  more  free  services  than  private 
contributory  systems? 

Provision  of  all  of  the  optional  services  including 
physical  therapy  (by  non-licensed  persons  in  some 
cases),  and  the  full  range  of  dental  services,  to 
name  only  two,  far  exceeds  the  provisions  of  the  most 
liberal  private  contributory  group  health  plans. 

b.  Can  we  leave  the  choice  between  expensive  hospital 
outpatient  health  care  and  less  expensive  private 
practitioner  care  at  the  discretion  of  the 
non-contributory  patient-recipient? 

c.  How  long  can  payments  be  made  for  government  services 
(which  health  care  really  is  —  a  government  service 
provided  by  government  contractors)  without  any 
standards  or  guidelines  of  expected  results?  What 
other  program  offered  by  government  does  not  hold  the 
private  contractor  to  any  kind  of  standard  before 
payment  is  provided  —  no  competitive  bidding,  no 
true  contract  approval  process,  no  prescribed 
performance  expectations? 


How  long  can  a  monopolistic  industry  remain  virtually 
unregulated?  Regulation  of  prices  are  applied  with 
varying  degrees  throughout  the  country,  but  almost 
universally  only  to  government  payments  so  that 
controls  over  that  sector  simply  lead  to  increases  in 
prices  charged  to  the  private  sector,  which  becomes 
self-defeating  as  the  system  then  closes  down  on 
participation  with  publicly-supported  patients.  Only 
during  the  years  when  Federal  wage  and  price  controls 
were  applied  to  the  entire  health  care  industry  was 
there  true  cost  containment.  Some  laudatory  efforts 
are      also      underway     in     States     like     New  Jersey, 


54 


Connecticut  and  Maryland,  where  health  facility 
licensing  and  regulation  agencies  have  been 
established . 


Are  certain  segments  of  the  health  care  industry 
reaping  unjustified  profits  -  profits  not  justified 
by  the  services  rendered?  Are  there  some  nursing 
homes  which  should  be  shut  down?  Are  there  others 
which,  through  clever  corporate  layering,  contract 
with  themselves  to  provide  linen  services,  laboratory 
services,  pharmaceuticals,  artificially  inflating 
"reasonable"  costs?  Who  are  the  principals  of  these 
homes? 


Are  the  most  cost-consuming  participants  in  the 
provision  of  health  care  services  —  the  hospitals  — 
overprotected?  Why  has  virtually  every  State's 
attempt  at  controlling  government  reimbursement  of 
hospital  charges  met  with  a  stone  wall  in  either  HEW 
or  Congress?  How  can  effective  cost  controls  be 
established  if  the  hospitals  are  not  to  be  affected 
in  any  way  in  their  ability  to  set  whatever  charges 
they  deem  "reasonable"  and  expect  prompt  payment 
without  question? 

How  long  can  States  and  the  Federal  government  afford 
a  non-participatory  plan  which  provides  no  incentives 
for  reducing  unnecessary  utilization  of  health  care 
services?  The  providers  have  no  incentives  presently 
to  reduce  utilization  —  quite  the  reverse. 
Recipients  do  not  participate  whatsoever  in  paying  a 
part  of  the  costs  and  thus  can  "physician  shop",  use 
the  health  care  services  as  an  excuse  to  get  out  of 
the  house,  etc.  Co-payments  are  used  in  some  States 
but  they  are  limited  to  the  provision  of  optional 
services  and  must  be  nominal. 


The  time  has  come  to  consider  reopening  the  Federal 
legislation,  if  necessary,  to  provide  for  a  recipient 
participation  program  that  might  be  the  most 
effective  means  of  reducing  unnecessary  utilization, 
also  to  provide  necessary  meaningful  recipient 
participation  in  reviewing  provider  billings  or  to 
whether  services  were  charged  at  the  quoted  prices 
and  received  by  the  recipient  himself. 
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The  most  likely  model  for  such  an  approach  is  found 
in  the  present  food  stamp  program. 

—  Recipients  could  be  offered  the  option  of 
purchasing  health  care  stamps  or  coupons,  but 
once  in  the  program  could  not  withdraw. 

—  Only  certain  described  mandatory  health  services 
would  be  provided  free  of  charge  although,  even 
here,  a  minimum  participatory  fee  might  be 
established ; 

—  Eligibility  for  the  dollar  value  of  coupons  could 
be  based  upon  size  of  family  and  age  of  children 
and  adults  in  the  family  unit  and  actuarially 
predetermined; 

—  States  could  be  given  the  option  of  increasing 
the  grant  level  to  accomodate  average  expected 
participation  (now  prohibited  under  Federal  rules 
with  respect  to  co-payments)  recognizing  that 
considerable  savings  would  still  be  achieved 
through  reduction  in  the  utilization  of  services 
and  the  audit  trail  provided  for  medical  provider 
billings; 

—  This  approach  would  recognize  that  recipients  are 
not  children  and  should  be  encouraged  to  use 
health  care  services  wisely; 

—  The  approach  would  leave  recipients  with  the  free 
choice  of  how  to  best  utilize  their  available 
health  care  budget  including,  if  they  wished, 
"saving  up"  for  elective  surgery; 

—  States  would  not  necessarily  have  to  wait  for  the 
Federal  government  to  experiment  with  such  an 
approach;  they  could  perhaps  utilize  it  in  their 
"medical  only"  or  "medically  indigent"  program  or 
apply  for  a  demonstration  project  to  test  it  in  a 
limited  area  or  seek  a  waiver  of  Federal  rules  to 
test  the  idea; 

—  While  this  suggestion  has  problems  it  is  probably 
worth  legislative  consideration  as  one  of  the  few 
solutions  that  has  attempted  to  look  at  the  total 
problem  and  not  just  pieces  here  and  there  such 
as  many  of  the  "band-aid"  solutions  have  done. 
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Have  States  now  come  to  realize  that  the  vast  bulk  of 
Medicaid  spending  is  in  the  area  of  the  provision  of 
long  term  care  in  hospitals,  nursing  homes  and 
intermediate  care  facilities  and  that  meaningful  cost 
containment  must  not  only  include  but  emphasize 
cutting  costs  in  these  areas? 


In  many  parts  of  the  nation,  Federal  encouragement  of 
hospital  building  has  resulted  in  facilities  being 
used  to  as  little  as  20%  of  their  capacity,  while 
studies  in  various  states  have  found  50%  or  60% 
utilization  to  be  the  norm.  At  the  same  time,  highly 
specialized  and  expensive  intensive  care  units,  units 
for  open  heart  surgery  continue  to  be  added  to  each 
and  every  hospital  in  metropolitan  areas  whether  they 
can  be  cost- just  if ied  or  not. 

Solutions  must  be  found  to  prevent  further 
over-building  of  long  term  care  facilities  and  to 
reduce  excessive  staffing  and  equipment  purchases 
which  are  not  cost- just  if ied .  At  the  same  time, 
States  can  develop  meaningful  alternatives  to 
institutionalization  in  order  to  cut  back  on  long 
term  care  spending. 


Some  of  these  alternatives  have  been  opened  up 
through  the  issuance  of  an  HEW  memorandum  in  1976. 
Medicaid  financial  participation  has  been  authorized 
for  the  development  of  "day  care  centers",  "day 
hospitals",  therapeutic  day  treatment  services  and 
night  care  programs. 


Distinguishing  features  of  a  day  hospital  are 
emphasis  upon  rehabilitation  and  restorative  services 
in  a  day  hospital,  but  it  will  nearly  eliminate  the 
costly  room  and  board  function  of  the  24-hour 
facility  and  integrate  the  day  hospital  with  the 
patient's  family  and  with  the  community.  Day 
treatment  plans  would  be  for  less  complex  medical 
needs . 

Target  populations  are  the  Medicaid  eligible, 
chronically  ill,  elderly  or  other  disabled  adults 
who,  except  for  the  availability  of  a  "day"  program, 
would  be  placed  in  a  long  term  care  institution,  or 
who  are  unnecessarily  in  nursing  homes  or  ICF's.  But, 
in  order  to  be  eligible  for  Federal  participation 
under  the  "clinical"  provider  category,  States  must 
set  up  standards  for  providers  of  services  under 
tbese  models. 
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Medicaid  was  created  in  1965  by  the  Congress  through  the  Title 
XIX  amendments  to  the  Social  Security  Act.  To  me  as  a  physician, 
the  law  represented  a  landmark  step  to  provide  adequate  health 
services  to  the  poor. 

Hopes  ran  high.  For  the  first  time,  a  mechanism  was  created 
to  purchase  a  wide  range  of  services  in  the  private  sector  for 
welfare  recipients  and  others  of  marginal  income.  This  newly 
created  access  to  the  "mainstream"  of  medical  care  would  supposedly 
eventually  eliminate  a  dual,  segregated  system  of  services  to  the 
poor.  State  and  local  governments  were  provided  this  opportunity 
by  making  available  to  them  substantial  new  Federal  financial 
assistance  to  ameliorate  the  growing  pressure  on  local  tax  revenues 
to  pay  for  adequate  health  services  for  those  unable  to  pay. 
Participation  by  the  States  was  made  optional  and  a  predictable 
pattern  of  use  of  Federal  resources  emerged. 

Urbanized,  industrialized  and  densely  populated  States  —  such 
as  New  York,  Michigan,  Illinois  and  California  —  participated 
eagerly  and  on  a  grand  scale.  Smaller,  poorer  and  more 
conservative  States  were  more  cautious  and  less  ambitious  in  scope 
of  covered  services  and  in  the  level  of  eligibility  adopted  under 
Medicaid . 

Consequently,  the  larger  States  consume  a  disproportionate 
share  of  Federal  dollars  in  comparison  with  smaller  States. 

Because  a  standard  of  eligibility  required  a  means  test, 
continued  economic  segregation  of  the  poor  was  preordained  and  the 
Medicaid  program  became  inextricably  tied  to  welfare  —  a 
characteristic  which  in  retrospect  doomed  the  legislative  goal  of 
socio-economic  integration  in  the  health  care  system. 

After  ten  years,  the  actual  performance  of  Medicaid  warrants 
extremely  searching  evaluation  and  complete  candor  in  regard  to  its 
deficiencies,  as  our  nation  prepares  to  move  toward  an  expanded 
commitment  to  some  form  of  national  health  insurance.  The  old 
adage  has  never  had  a  more  appropriate  application:  whoever 
ignores  history  is  doomed  to  repeat  its  mistakes. 

In  January,  1976,  a  report  on  Medi-Cal ,  the  Medicaid  program 
in  California,  was  issued  by  the  Commission  on  California  State 
Government  Organization  and  Economy,  popularly  known  as  the  little 
Hoover  commission  because  of  its  cumbersome  official  name.     This  is 
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a  long  standing  commission,  independent  of  the  legislature  and 
executive,  which  performs  watchdog  functions  over  State  programs  in 
California.  This  report  is  somewhat  unique  in  that  it  attempts  a 
comprehensive  review  of  all  major  policy  issues  now  incorporated  in 
the  terribly  complex  Medicaid  program;  and,  as  is  appropriate  for 
such  a  commission,  the  report  is  highly  critical  of  Medicaid, 
holding  that  many  of  the  basic  premises  of  the  program  are 
untenable  and  that  in  its  present  form  it  simply  defies  adequate 
management  by  anybody.  I  will  attempt  to  cover  its  highlights 
after  listing  for  you  the  scope  of  issues  addressed  in  this 
particular  report. 

We  dealt  with  financial  resources,  cost  sharing,  dynamics 
between  local,  State  and  Federal  government;  with  the  intricacy  of 
cross-over  funding  into  programs  delivering  mental  health  services, 
drug  abuse  services,  etc.;  problems  of  forecasting  budgets 
accurately;  the  issue  of  administrative  costs  as  compared  with 
service  costs;  the  complexity  of  eligibility  standards  and 
processing;  discussion  of  the  benefit  structure  and  rates  and  fees 
for  services  rendered;  a  description  of  the  types  of  providers 
working  in  the  program  and  their  pattern  of  provision  of  care,  with 
specific  comments  relating  to  fees  for  service  by  private 
practitioners;  to  prepaid  health  plans,  to  county  institutions,  to 
university  medical  centers,  and  to  medical  care  foundations,  which 
had  their  birth  in  California.  We  dealt,  more  extensively  than  in 
the  past,  with  consumer  experience  with  various  types  of  providers 
in  Medicaid;  with  the  great  and  growing  concern  being  shown  about 
data  acquisition  and  processing  at  the  State  level;  with  emphasis 
on  lack  of  provision  of  controls,  in  the  areas  of  quality  of  health 
care  being  provided,  the  utilization  of  services,  audits,  edits, 
and  fraudulent  activities  within  the  program;  and  finally  a  section 
was  addressed  to  the  problems  of  program  planning  and  evaluation  at 
the  State  level  for  Medicaid,  with  the  comment  that  so  many 
problems  seem  to  afflict  the  hectic  attempts  at  management  of  this 
particular  program  that  it  seems  everywhere  to  suffer  for  the  lack 
of  hard  evaluation  or  planning,  which  would  enable  us  to  get  away 
from  some  of  the  agonies  we  are  experiencing  with  it  now. 

California  implemented  Medicaid  in  1966.  The  legislature  at 
that  time  articulated  three  interrelated  goals:  one,  the  end  to 
segregation  by  socio-economic  status  in  delivering  health  services 
to  the  poor;  second,  creation  of  access  to  the  mainstream  of 
medical  care  for  the  poor  by  enabling  them  to  select  private 
physicians  and  hospitals;  and  finally,  conversion  of  county 
institutions  previously  dealing  only  with  the  poor  into  community 
health  centers  by  changing  their  names  and  admitting  private 
patients  so  that  they  would  no  longer  be  identified  solely  as 
institutions  serving  the  poor. 
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Ten  years  later  in  California  none  of  these  lofty  goals  have 
been  attained.  The  reasons  are  many,  and  a  thorough  review  of  the 
deficiencies  of  Medi-Cal/Medicaid  must  be  undertaken  before  the 
Congress  moves  either  toward  Federalization  of  the  Medicaid  program 
or  toward  a  broader  program  of  national  health  insurance. 

A  severe  shortage  of  physicians  and  other  health  resources 
persists  where  poor  concentrate  in  both  urban  and  rural  settings, 
in  spite  of  very  large  expenditures  under  Medicaid.  Large  public 
or  char  itable  hospitals  are  still  characteristic  of  the  inner  city 
and  urban  centers.  These  hospitals  serve  only  the  poor,  with  few 
exceptions;  consequently,  they  bear  a  stigma  and  do  not  attract 
patients  who  are  able  to  pay  for  their  care  elsewhere.  Low  income 
patients  who  are  patients  who  are  not  eligible  for  public  care  tend 
to  rely  on  their  community's  non-profit  charitable  or  religious 
hospitals . 

A  significant  portion  of  private  physicians  do  not  participate 
in  Medicaid  for  a  variety  of  reasons  —  lower  than  customary  fees, 
constraining  regulations,  or  reluctance  to  mix  lower  income 
patients  with  middle  income  patients.  The  pattern  of  participation 
by  private  physicians  in  Medicaid  is  concentric  in  character:  a 
very  high  volume  of  participation  by  ghetto  based  providers,  a 
middle  level  of  participation  on  the  fringes  of  the  ghetto,  and  a 
low  volume  of  provision  in  affluent  suburban  settings,  which 
attract  a  surplus  of  all  types  of  physicians  except  in  the 
specialty  of  family  practice. 

Medicare  and  Medicaid  are  seriously  marred  by  the  provision  of 
excessive  and  unjustified  service  of  all  kinds.  Recurrent  scandals 
involve  unscrupulous  physicians,  hospitals,  nursing  homes,  drug 
stores,  laboratories,  medical  equipment  dealers  and  various  other 
providers  —  these  scandals  range  from  shoddy  practice  to  outright 
fraud . 

The  rate  of  expenditure  in  Medicaid  in  California  has 
consistently  exceeded  estimates  by  a  wide  margin,  creating  a  State 
fiscal  crisis  which  is  creating  great  concern  about  the  integrity 
of  other  essential  State  services.  The  factors  which  are  at  work 
in  this  unrelenting  rate  of  inflation  are,  again,  numerous  and 
complex;  but  they  include  at  least  these:  inflation  in  the  cost  of 
all  types  of  health  service,  an  inflation  fed  by  the  investment  of 
public  monies  through  the  Medicaid  and  Medicare  programs;  the 
provision  of  services  previously  not  made  available  to  the  poor; 
growth  in  the  size  of  the  eligible  population;  excessively  high 
costs  of  processing  and  keeping  current  eligibility  status; 
extremely  high  cost  of  fiscal  intermediary  processing  of  fees  for 
procedures  performed;  the  cost  of  provision  of  a  high  volume  of 
services  which  are  not  necessary;  the  high  cost  of  institutional 
care     in  both  acute  and  long     term  facilities,  which  under  Medicaid 
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in  California  show  utilization  rates  that  are  much  different,  much 
higher  than  in  the  population  at  large  (much  of  the  utilization 
appears  to  be  inappropriate);  the  high  starting  cost  of  prepaid 
health  plans,  especially  those  of  questionable  integrity;  the 
losses  incurred  at  the  hands  of  providers  engaged  in  defrauding  the 
program. 

The  recession,  and  unbridled  inflation  in  health  services  have 
combined  to  add  an  additional  burden  on  State  and  local  government. 
Working  families  have  been  laid  off,  quickly  becoming  vulnerable  to 
medical  expense  because  of  a  loss  of  work-  related  insurance 
coverage.  When  major  or  multiple  illnesses  strike  these  families, 
they  rapidly  deplete  their  resources  and  cannot  afford  care,  which 
then  must  be  provided  by  local  government  or  charitable 
institutions . 


In  the  early  days  of  Medicaid  in  California,  county 
institutions  were  able  to  improve  the  scope  and  quality  of  all 
their  services  with  the  Federal  matching  assistance.  The  influx  of 
these  funds  permitted  these  institutions  to  improve  staffs,  expand 
services,  improve  equipment  and  buildings,  most  of  which  was 
accomplished  essentially  with  State  and  Federal  matching  funds. 
The  ability  of  a  portion  of  the  poor  to  find  care  elsewhere  in  the 
private  sector  at  the  outset  of  the  program  was  also  beneficial  to 
the  public  institutions,  since  they  suffered  at  that  time  from 
clearly  excessive  caseloads.  These  benefits,  however,  were 
relatively  short  lived  in  our  State.  The  growth  of  the  indigent 
population  just  above  the  Medicaid  standard  increased  pressure  on 
the  county  institutions,  which  must  provide  care  not  paid  for  or 
not  covered  by  either  Medicaid  or  private  insurance.  This 
population  is  not  known  as  to  size,  but  it  appears  that  it  actually 
exceeds  in  size  the  eligible  population  on  Medicaid  -  a  population 
approaching  two  and  one-half  million  to  add  to  the  two  and  one-half 
million  that  are  at  one  time  or  another  using  Title  XIX.  County 
institutions  still  provide  a  significant  portion  of  care  for 
Medicaid  eligibles,  as  well  as  for  these  marginal  families. 

The  stark  realities  of  Medicaid  force  these  conclusions: 
Medicaid  has  not  succeeded  in  desegregating  medical  care  by  socio- 
economic status.  The  program  has  partially  accommodated  the  poor 
in  the  private  sector,  but  there  are  many  indications  that  the 
accommodation  is  concentrated  among  providers  of  marginal  integrity 
and  quality.  There  is  no  question  that  some  of  the  care  provided  in 
the  private  sector  is  of  sound  and  good  quality,  but  only 
exhaustive  studies  of  patterns  of  provision  of  care  under  Medicaid 
compared  to  care  financed  otherwise  can  remove  the  strong  suspicion 
that  Medicaid  providers  of  a  high  volume  of  services  do  not  measure 
up  to  an  acceptable  standard  of  professional  practice  in  either  the 
office,  hospital,  or  long  term  care  setting.  A  summary  of  major 
issues  calling  for  reform  is  hereby  presented. 
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The  Eligibility  Standards:  In  California,  a  relatively 
generous  standard,  by  national  comparison,  is  nonetheless  too  low. 
The  population  just  above  Medicaid  standards  probably  now  exceeds 
in  size  those  who  are  eligible.  The  eligibility  process  in 
California,  and  I'm  sure  elsewhere,  is  far  too  complex.  At  least 
four  categories  of  eligibility  are  in  use  in  making  judgments  about 
indigent  families;  (a)  whether  they  are  on  welfare,  (b)  whether 
they  are  linked  to  welfare  but  not  in  need  of  welfare  assistance, 
(c)  whether  they  are  indigents  without  linkage  to  public 
assistance,  and  finally,  (d)  whether  they  are  county  indigents 
without  any  State  or  Federal  financial  participation.  The 
eligibility  process  is  vested  in  the  State  Department  of  Benefit 
Payments  (welfare),  which  is  \detached  administratively  from  the 
Department  of  Health.  The  eligibility  errors  in  our  study  were 
numerous . 

In  addition,  and  perhaps  even  more  significantly,  there  has 
been  little  effort  by  the  Department  of  Health  to  analyze  the 
demographic  characteristics  of  the  eligible  population,  to  do 
studies  of  length  of  time  eligibility  is  maintained,  how  long 
people  remain  in  each  of  these  categories,  or  to  study  patterns  of 
residence  or  patterns  in  the  use  of  covered  services.  No  effort 
has  been  directed  toward  study  of  case  management  or  treatment 
outcome . 

Millions  of  dollars  are  literally  being  poured  down  the  drain 
to  process  these  various  eligibility  categories,  and  yet  there  is 
considerable  indication  that  the  cost  of  that  eligibility  process 
is  probably  more  than  if  care  were  provided  to  the  few  marginal 
families  that  are  excluded  by  that  process.  There  is  scant 
evidence  that  individuals  or  families  able  to  afford  medical  care 
will  either  cheat  on  eligibility  standards  under  Medi-Cal  in 
California  or  go  unnecessarily  to  public  institutions  for  care 
which  they  can  pay  for  independently. 

There  is  a  crying  need  to  simplify  and  standardize  the 
eligibility  standard  and  process.  If  eligibility  could  be 
conferred  for  one  year,  an  enormous  amount  of  fruitless,  repetitive 
and  expensive  processing  would  be  eliminated  and  the  costs  shifted 
to  the  provision  of  services.  Voluntary  surrender  of 
identification  cards  would  be  required  with  a  significant  change  in 
economic  status. 

Such  an  experiment  in  eligibility  can  expect  to  be  greeted 
with  considerable  skepticism,  but  should  nonetheless  be  tested. 


The  need  for  experimentation  in  eligibility  is  illustrated  by 
a  single,  startling  statistic  from  our  Hoover  commission  study:  in 
1975,  the  cost  of  identifying  160,000  recipients  per  month  eligible 
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for  medical  needy  only  and  medical  indigent  categories  was  $76 
million!   This  is  an  outrageous  waste  of  limited  resources. 


The  adoption  of  a  national  compulsory  health  insurance  program 
is  the  most  feasible  way  of  eliminating  almost  completely  the  cost 
of  eligibility  determination.  Elimination  of  this  would  literally 
save  billions  of  dollars  nationally. 


The  Benefit  Structure:  This  must  include  all  essential 
services,  including  prevention  and  periodic  screening.  Failure  to 
cover  any  essential  service  will  result  in  denial  of  care,  which  in 
many  instances  is  more  costly  than  a  timely  provision,  due  to 
increased  severity  of  illness  and  the  danger  of  lasting  disability. 


The  Reimbursement  Alternatives:  The  fee-f or-service  system  of 
reimbursement  lies  at  the  heart  of  Medicaid  deficiencies;  a 
guarantee  of  government  payment  invites  widespread  abuse.  Since  it 
is  unrealistic  to  expect  rapid  conversion  to  other  methods  of 
reimbursement  the  States  should  be  required  by  the  Federal 
government  to  build  and  enhance  their  own  ability  to  do  adequate 
review  of  patterns  of  provision  of  care  under  Medicaid.  The 
technology  of  professional  standards  review  is  sufficiently 
advanced  to  permit  a  computerized  performance  review  of  patterns  of 
provision  of  service.  The  States  must  be  able  to  align  eligibility 
files  with  paid-claim  files  so  that  the  specifics  of  care  to 
eligibles  can  be  directly  traced  to  specific  providers. 


California,  for  example,  with  a  very  large  and  complex  State 
health  department,  is  unable  to  answer  the  most  fundamental 
questions  about  the  dynamics  of  the  flow  of  eligibility  in  the 
population  covered,  and  they  have  even  less  handle  on  what  the 
patterns  of  provision  of  care  are.  This  is  because  the  data  base 
on  the  provision  of  care  is  really  in  the  hands  of  fiscal 
intermediaries,  and  the  contracts  with  those  intermediaries  are 
insufficient  to  insure  the  kind  of  review  required  for  adequate 
management  of  a  program  of  this  complexity.  Utilization  review,  if 
controlled  by  the  State,  can  readily  detect  deviant  patterns  of 
provision  of  service  and  remove  abusive  providers  from  the  program 
with  alacrity. 

The  cardinal  mistake  under  Medicaid  was  to  confuse  the  freedom 
of  choice  by  recipients  with  freedom  to  provide  services  in  the 
program.  States  must  have  the  right  to  select  providers  of  all 
types  on  the  basis  of  the  quality  of  their  performance.  For  years 
in  Califo  rnia  we  have  done  this  under  the  crippled  children's 
services,  and  I  see  the  principle  as  one  begging  for  application  in 
Medicaid.  The  burden  of  litigation  to  remove  unscrupulous 
providers  is  simply  too  heavy  for  the  States  to  bear.  It  seems  to 
me  that  provider  contracts  conditioned  by  adherence  to  State 
standards  should  become  mandatory,  and  that  provision  of  care  under 


63 


Medicaid  should  be  viewed  in  the  public  arena  as  a  privilege  of  the 
professions  and  not  a  right,  with  recipients  free  to  choose  amongst 
providers  of  proven  integrity. 

An  alternative  strategy  for  Medicaid  is  to  seek  to  reimburse 
providers  on  a  prospective,  capitation  basis.  This  approach  is 
variously  known  as  the  prepaid  health  plan,  health  maintenance 
organization,  capitation  funding,  prospective  budgeting.  All  those 
terms  amount  to  the  same  general  idea.  There  are  providers  in 
California,  such  as  county  institutions,  prepaid  health  plans, 
foundations  for  medical  care,  university  complexes,  that  are  very 
interested  in  reimbursement  on  this  basis.  The  obvious  benefit  to 
the  State  is  the  likelihood  of  eliminating  the  provision  of 
services  that  are  not  needed,  which  are  induced  by  a  fee. 
Nonetheless,  such  organized  providers  must  at  the  same  time  be 
asked  to  provide  statistical  evidence  of  patterns  of  provision  of 
service  to  insure  an  adequate  level  of  care.  They  must  also 
provide  evidence  of  improved  organization  of  services  to  enhance 
continuity  of  care. 


I  believe  that  we  have  had  inordinated  problems  as  a  result  of 
poor  planning  and  administration  at  the  State  level  and  a  total 
misunderstanding  of  the  basic  ingredients  which  make  up  a  prepaid 
health  plan.  Just  before  I  left  Sacramento,  we  were  engaged  again 
in  extensive  hearings  on  some  of  the  problems  of  those  prepaid 
health  plans  which  have  this  characteristic:  they  constitute 
brokerage  houses  for  subcontracting  with  a  variety  of  entities  to 
provide  "comprehensive"  services  in  a  very  fragmented  pattern. 
Such  multiple  subcontracting,  often  with  a  non-profit  front  serving 
at  the  primary  contractor,  is  clearly  a  bad  way  to  approach 
prepayment . 


The  litany  of  abuses  in  such  plans  should  provide  a  warning  to 
those  of  you  who  are  looking  at  prepayment  and  capitation  and 
prospective  budgeting  as  a  panacea:  unethical,  deceptive 
marketing;  financial  inducement  to  recipients  to  join  plans; 
misrepresentation  of  medical  staff  available  to  the  plan;  failure 
to  locate  services  within  reach  of  the  residence  of  those  enrolled; 
failure  to  provide  services  after  hours,  weekends,  and  in  cases  of 
emergency;  failure  to  provide  either  access  to  a  primary  care 
physician  or  to  insure  referrals  to  competent  specialists;  failure 
to  preserve  continuity  of  care  or  to  provide  essential  health 
services  to  the  families  enrolled  in  the  plan;  failure  to  organize 
programs  for  prevention,  patient  education;  failure  to  monitor  the 
quality  of  care,  or  medical  records,  or  of  the  patterns  of 
provision  of  services  in  the  plans  for  their  adequacy  by  requiring 
meaningful  statistical  reports  of  clinical  activities  in  the  plan 
holding  out  high  risk  eligibles  for  fee  reimbursement.  It's  a 
rather     depressing     list  of  deficiencies,  but     it  doesn't  mean  that 
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prepayment  has  no  substantial  future  in  the  public  sector.  But  it 
is  a  way  of  commenting  on  the  dangers  that  surround  poor 
administration  and  incompetent  development  of  prepaid  plans  under 
Medicaid . 

I  would  like  to  close  by  listing  some  issues  which  I  believe 
have  to  be  given  much  greater  weight  by  the  Congress,  not  only 
within  Medicaid,  but  within  any  national  health  insurance  plan. 

Medicaid  must  pay  more  attention  to  the  realities  which  bear 
on  the  relationship  of  location  of  services  to  location  of 
residence  of  Medicaid  eligibles.  Organized  providers  must  be  able 
to  demonstrate  efforts  to  locate  manpower  and  facilities  in 
proximity  to  residential  concentrations  of  Medicaid  eligibles. 
Such  a  stipulation  would  call  attention  to  the  need  to  develop 
resources  in  scarcity  areas.  Medicaid  itself  should  seriously 
consider  a  development  fund  to  provide  capitalization  and 
recruitment  ability  to  supply  facilities  and  manpower  where 
concentrations  of  the  poor,  even  after  ten  years,  still  suffer 
severe  shortages. 

Failure  to  encourage  the  development  of  organized  ambulatory 
health  centers  in  urban  centers  and  to  address  the  scarcity  of 
resources  in  rural  communities  is  a  deficiency  which  cannot  be 
tolerated  any  longer.  Certainly,  no  further  steps  should  be  taken 
in  the  expansion  of  Medicaid  until  a  development  of  resources 
strategy  is  adopted. 

The  most  important  and  yet  the  most  neglected  aspect  of  care 
under  Medicaid  is  what  happens  to  the  consumer.  We  need  to  build 
into  Medicaid  regulations  standards  for  all  providers  which  deal 
with  the  following  issues  of  importance  to  the  consumer:  location 
of  services;  the  availability  of  services  after  hours  and  weekends; 
transportation;  language  assistance;  the  system  of  conveying 
adequate  information  to  patients  on  program  benefits,  the 
eligibility  process,  and  the  rights  of  patients  couched  in  terms 
which  ordinary  people  can  understand. 

The  range  of  services  available  must  include,  in  my  judgment, 
organized  programs  of  patient  education  in  the  maintenance  of 
health;  periodic  screening;  emphasis  on  ambulatory  diagnosis  and 
treatment;  and  de-emphasis  on  unnecessary  hospitalization  and 
admissions  of  patients  who  simply  don't  belong  in  the  environment 
to  nursing  homes. 


Continuity  of  care  requires  supervision  in  the  use  of  a  vast 
array  of  services  which  are  innately  confusing  to  the  families 
trying  to  use  them.  The  availability  of  primary  physicians  as 
individuals,  or  in  more  forms  of  primary  care  is  essential,  so  that 
referrals  can  be  controlled. 
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The    extent    to    which  unnecessary  services    are  eliminated  is 

another  area  of  concern,  especially  in  the  approprite  use  of 
hospitals     and  nursing  homes.     I  think    more  emphasis  in  the  future 

has     to  be  placed  on     family  practitioners,  nurse  practitioners,  on 

middle    level     practitioners,  and  various    professionals  working  as 

teams  rather  than  broken  up,  dispersed,  solo  efforts  which  are  so 
characteristic  of  the  system  today. 


There  needs  to  be  some  mechanism  for  stimulating  the 
development  of  alternatives  to  institutional  care,  such  as  high 
capacity,  neighborhood-based  ambulatory  diagnosis  and  treatment 
centers,  ambulatory  surgery  centers,  extended  care  programs,  day 
treatment  facilities,  transitional  residential  care  arrangements, 
organized  in-home  health  programs.  It's  simply  amazing  that  we 
know  all  about  how  to  do  those  things,  but  when  one  studies  a 
typical  State  Medicaid  program,  you  are  hard  put  to  find  many 
innovations  in  these  directions. 

We  also  need  to  do  something  about  case  management,  treatment, 
plans  and  outcomes. 

Medicaid  has  suffered  as  a  result  of  paying  too  much  attention 
to  the  rules  of  eligibility,  rates  and  fees,  fiscal  intermediary 
functions  and  complaints  of  providers.  Insufficient  attention  has 
been  spent  studying  the  needs  of  recipients  and  a  system  of 
services  which  for  them  is  accessible,  accountable,  available,  and 
acceptable . 

An  overhaul  of  wasteful,  inaccurate,  and  disorganized  delivery 
of  services  simply  must  accompany  any  further  expansion  of 
financing  of  health  care  by  the  government.  The  legislature  and 
the  administration  must  pay  more  attention  to  quality  of  care, 
improved  organization  of  services,  elimination  of  fraud  and  abuse 
and  insistence  upon  appropriate  settings  for  treatment. 


Many  of  the  deficiencies  of  Medicaid  apply  increasingly  to  the 
provision  of  health  services  to  those  who  are  not  poor.  In  a  way, 
Title  XIX,  carefully  examined,  represents  a  kind  of  microcosm  of 
problems  being  encountered  in  the  entire  field  of  delivery  of 
health  services  the  entire  population.  It  seems  clear  that  this 
nation  cannot  afford  a  national  health  system  based  on  the 
deficiencies  we  have  encountered  in  both  Medicare  and  Medicaid. 
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Senator  John  Milton 

Former  Minnesota  State  Senator 


THE  MINNESOTA  EXPERIENCE 


Early  in  1975,  the  Senate  and  House  in  Minnesota  appointed  a 
select  committee  to  investigate  a  series  of  allegations  of  nursing 
home  abuses.  Major  findings  and  recommendations  were  published 
later  in  the  year  regarding  both  quality  of  care  and  cost 
containment.  The  cost  containment  findings  were  (1)  50  percent  of 
all  Medicaid  dollars  in  Minnesota  were  going  into  long  term  care; 
(2)  the  program  was  growing  at  a  rate  of  16  to  19  percent  annually 
—  most  growth  attributed  to  long  term  care;  (3)  it  was  impossible 
to  establish  who  owned  and  controlled  the  nursing  homes;  (4) 
records  presented  to  the  State  Medicaid  agency  were  inaccurate  and 
inadequate;  (5)  there  was  no  incentive  in  the  State  for  providing 
alternatives  to  long  term  care;  (6)  no  State  policy  for  long  term 
care  for  older  citizens  existed  —  there  was  no  policy  language  in 
any  of  the  statutes. 


Looking  at  the  financial  side,  the  State  agency  has  been  on  a 
cost-related  basis  for  six  years.  Staff  analysis  of  net  equity  and 
return  on  equity  revealed  that  the  cost-related  formula  was  leading 
to  systematic  exploitation  by  the  proprietary  homes.  They  showed 
dollar  totals  for  cost  of  capital  allowances  and  property  and 
related  expenses  approximately  double  those  of  non-profit  homes. 
The  cost-relatd  formula  had  assumed  the  owner  would  have  an  average 
of  35  percent  equity.  In  fact,  the  formula  established  an 
incentive  for  operators  not  to  have  equity  in  the  homes.  An 
impetus  was  provided,  as  well,  for  operators  to  trade  homes  since 
each  turnover  resulted  in  increased  valuation  —  which  in  turn 
increased  Medicaid  revenues. 


Some  nursing  homes  would  have  three  sets  of  books  —  one  set 
was  for  real  estate  taxes.  A  sample  of  approximately  a  dozen  homes 
in  the  metropolitan  area  revealed  they  were  evading  some  $4.6 
million  in  property  taxes.  The  second  set  of  books  was  for  State 
and  Federal  income  taxes,  and  they  paid  less  than  they  should  have. 
The  third  set  of  books  was,  of  course,  for  the  Medicaid  system,  and 
that  set  reflected  inflated  property  related  costs.  The  accounting 
fees  for  those  who  helped  design  the  bogus  financial  statements 
were  written  off  and  included  in  the  cost  of  the  Medicaid  program. 
The  program  also  paid  for  the  lawyers  that  appealed  the  cases 
involving  violations  of  State  law. 

These  practices  seem  to  be  widespread  and  pervasive,  at  least 
as  pervasive  as  the  percentage  of  people  who  underpay  their  income 
taxes.  The  IRS  says  that  is  45  percent.  It  is  not  that  nursing 
home  owners  set  out  deliberately  in  a  criminal  way  to  defraud  the 
government.  But  they  saw  opportunities  in  financial  statements 
that     enabled     them  to  underpay  taxes    and  be  overpaid  on  Medicaid. 
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They  took  advantage  of  the  fact  that  we  didn't  require  them  to  have 
the  same  set  of  certified  statements. 

The  select  committee  had  seven  major  recommendations  for  cost- 
containments,  all  of  which  became  law: 

(1)  To  change  the  entire  licensing  procedure  to  identify 
controlling  persons,  who  would  be  legally  defined  and 
accountable  for  financial  disclosures. 

(2)  Medicaid  vendors  would  be  declared  ineligible  for  any 
further  Medicaid  payments  if  found  guilty  of  theft,  the 
most  common  crime. 

(3)  False  claims  for  reimbursement  would  be  defined  and  made 
punishable  as  theft.  (The  concept  of  theft  had  to  be 
redefined  in  the  statutes.  Some  owners  were  taking  food 
from  the  nursing  homes,  actually  having  the  vendor  send 
the  meat  or  produce  to  their  own  homes.  Previously, 
under  Minnesota  statutes,  the  State  had  to  prove  that 
they  intended  to  take  the  food,  that  they  did  take  it  and 
almost  had  to  catch  them  sitting  at  home  eating  it  with 
their  families.  The  definition  was  changed  so  that  now, 
if  the  State  can  show  the  intent  of  diverting  those 
supplies  for  their  personal  use,  that  constitutes  theft. 
On  that  basis,  a  greater  number  of  cases  can  be 
prosecuted . ) 

Under  the  new  law,  all  cost  reports  must  be  certified  as 
true  by  a  nursing  home  official  or  owner.  A  vendor  who 
willfully  files  a  false  cost  report  is  liable  for  treble 
damages.  The  State  wants  more  than  just  the  money  back; 
otherwise  it  would  be  just  like  an  interest  free  loan. 

(4)  The  need  for  a  medical  assistance  investigative  unit  for 
Medicaid  was  apparent.  We  would  establish  one  in  the 
Department  of  Public  Welfare  to  identify  and  investigate 
possible  cases  of  medical  assistance  fraud,  theft,  false 
filings  and  false  statements  by  any  Medicaid  vendor. 

(5)  The  commissioner  would  inform  the  attorney  general  or  the 
appropriate  county  attorney  when  a  situation  was  presumed 
to  be  abusive  or  fraudulent.  That  is  important  because 
there  were  cases  about  which  the  Department  of  Public 
Welfare  was  suspicious,  but  no  direct  mechanism  existed 
to  bring  it  to  the  attention  of  the  attorney  general  or 
county  law  enforcement  authorities. 

(6)  Changes  in  the  reimbursement  formula  were  recommended 
which    required  a  very    complicated  piece  of  legislation. 
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The  objective,  in  broad  policy  terms,  was  to  reduce  the 
incentives  on  property  related  costs  and  to  create  more 
incentives  for  quality  of  care. 

Also,  it  was  decided  that  the  differential  between  the 
private  and  Medicaid  rates  would  be  phased  out.  For  a 
two-year  period,  a  differential  of  ten  percent  would  be 
allowed  between  Medicaid  and  private  rates.  In  the  third 
year,  Medicaid  vendors  will  not  be  permitted  to  charge 
private  patients  any  more  than  they  charge  Medicaid 
patients.  This  is  an  important  matter  of  public 
interest,  since  the  public  interest  is  to  delay  the 
process  by  which  people  spend  their  money  for  care,  and 
thereafter  rely  on  Medicaid. 

(7)  The  committee  encouraged  the  development  of  alternatives 
to  nursing  home  care.  The  State  is  now  attempting  to 
enlist  Federal  government  cooperation  in  an  in-depth 
survey  of  Medicaid  patients  at  the  time  of  placement. 
Previously,  surveys  were  being  done  18  months  after  a 
patient  had  been  in  a  home  —  too  late  to  prevent 
dependence  on  an  institution. 

Public  Law  93-641  represents  a  genuine  opportunity  at  the 
State  and  subState  level  to  consolidate  control  of  the  health 
system,  to  coordinate  the  fragments  in  health  care  delivery,  to 
stop  fraud  and  abuse  and  to  change  incentives  for  providers. 
States  should  consider  giving  the  responsibility  for  cost 
containment  to  State  and  subState  planning  agencies  created  by  PL 
93-641.  The  best  model  might  be  to  tie  licensing  of  facilities  and 
manpower  control  at  the  State  and  subState  levels  to  the  authority 
for  cost  containment.  Manpower  and  facilities  questions  are 
questions  of  cost  and  of  the  resources  going  into  the  system. 
Ultimately,  it  would  seem  best  to  combine  them. 

The  most  effective  way  a  State  legislature  can  stay  on  top  of 
the  Medicaid  program  is  by  periodic,  timely  and  informative  reports 
from  State  agencies.  If  you  don't  have  these,  you  cannot  have 
effective  oversight.  Secondly,  the  oversight  function  must  be 
perceived  as  an  essential  role  of  the  legislature.  Third,  the 
health  and  welfare  committees  in  every  State  should  review  annually 
the  State  plan  for  Title  XIX  eligibility  standards,  Federal  program 
developments,  total  expenditures  and  results  of  fraud  and  abuse 
investigations.  Fourth,  PL93-641  must  be  taken  more  seriously  by 
legislators.  Finally,  when  there  is  an  advise  and  consent 
procedure  for  gubernatorial  appointments,  the  appointee  should  be 
evaluated  carefully  to  determine  his  or  her  competence  to  manage 
the  Medicaid  program. 
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In  those  States  where  the  legislature  is  in  session  only  a  few 
months,  the  legislator  has  problems  with  the  oversight  role.  The 
executive  agency  people  know  this  and  take  advantage  of  it.  In 
Minnesota,  there  is  a  constitutional  requirement  that  the 
legislature  adjourn  the  third  week  in  May.  This  is  detrimental  to 
the  legislator's  ability  to  oversee  programs  effectively. 

It  is  important  to  change  the  attitude  that  States  are  merely 
pass-through  mechanisms  for  health  programs,  originating  at  the 
Federal  level  and  intended  for  local  level  recipients.  The  next 
three  or  five  years  are  going  to  be  critical  for  strengthening  the 
role  of  the  State  in  the  area  of  health  policy  and  planning.  In 
Minnesota,  we  have  begun  to  do  this. 


70 


III.     STATE  ALTERNATIVES  TO  INSTITUTIONAL  CARE 
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NURSING  HOME  PREADMISSION  SCREENING 
IN  VIRGINIA 


By  CHARLOTTE  CAKNES 
and  ANN  COOK 

Introduction 

In  discussing  health  care  services  for  disa- 
bled and  elderly  persons,  three  concerns  are 
paramount.  They  are:  (1)  the  increasing  number 
of  elderly  persons;  (2)  the  high  cost  of  health 
care,  particularly  in  long  term  care  facilities; 
and  (3)  the  increasing  number  of  admissions  to 
long  term  care  facilities.  In  1965  there  were 
18.5  million  people  65  years  or  older  in  the 
United  States;  by  1975  there  were  22.4  million 
elderly.  This  country  spent  $139.3  billion  for 
health  care  in  FY  1976 — 14  percent  more  than  in 
the  previous  year,  with  expenditures  for  nurs- 
ing home  care  increasing  from  $3.8  billion  in 
1970  (or  6  percent  of  total  health  care  expendi- 
tures) to  $10.6  billion  in  1976  (or  8  percent  of 
all  health  care  expenditures.)  Medicaid's  share 
of  this  nursing  home  cost  was  $1.6  billion  in 
FY  1970  and  $5.4  billion  in  FY  1976.  An  addi- 
tional measure  is  the  growth  of  the  nursing 
home  industry  itself.  There  were  3-1/2  times  as 
many  beds  in  nursing  homes  in  1973  as  a  de- 
cade earlier  (1.1  million  in  1973  compared  with 
0.3  million  in  1963. )i 

One  means  used  to  meet  the  health  needs  of 
the  disabled  and  elderly  has  been  the  construc- 
tion of  additional  long  term  care  facilities.  In 
addition,  government  programs  such  as  Medi- 
care and  Medicaid  have  been  implemented  to 
cover  nursing  home  care.  With  these  measures 
has  come  increased  placement  of  the  disabled 
and  elderly  in  long  term  care  facilities.  Today, 
after  more  than  a  decade  of  Medicare  and 
Medicaid,  a  question  still  seeking  an  answer 
persists.  Did  the  funding  available  through  these 


'Health,  United  States,  1976-1977,  DHEW  Publication 
No.  (HRA)  77-1223;  Health,  United  States,  1976-1977  Chart- 
book,  DHEW  Publication  No.  (HRA)  77-1233;  Data  on  the 
Medicaid  Program,  Eligibility/Services/Expenditures,  FY 
1966-77. 


programs  create  the  need  for  long  term  care,  oi 
did  these  programs  in  fact  fulfill  long  unmet 
health  needs?  Such  philosophizing,  no  matter 
how  intriguing,  does  not  alter  the  fact  of  these 
health  care  programs  or  that  they  must  be  run  as 
efficiently  and  effectively  as  possible. 

In  attempting  to  meet  the  health  care  needs 
of  the  disabled  and  elderly  through  institutional 
placement,  the  patients  themselves  often  have 
not  been  apprised  of  alternatives  to  nursing 
home  placement,  or  given  opportunity  to  make 
decisions  as  to  placement — decisions  impacting 
on  their  own  lives.  Increased  perception  of  this 
deficiency  by  both  individuals  and  program 
managers  has  resulted  in  emphasis  on  the  needs 
and  rights  of  disabled  and  elderly  persons. 

Even  the  most  benevolent  and  compassionate 
institution  cannot  provide  the  sense  of  self-de- 
termination and  independence  that  an  indivi- 
dual can  experience  in  his  or  her  own  home. 
Being  placed  in  a  nursing  home  often  means 
parting  with  individual  freedom  and  treasured 
material  possessions.  It  means  accommodating 
one's  lifestyle  to  the  demands  of  efficient  facili- 
ty management  and  group  dynamics,  and  sever- 
ing ties  with  family,  friends,  and  community. 

In  short,  providing  care  to  the  disabled  and 
elderly  has  become  costly  in  terms  of  health 
dollars,  and  complex  in  terms  of  protecting  the 
rights  of  individuals  to  live  as  normal  and  satis- 
fying a  life  for  as  long  as  possible.  Historically, 
our  society's  attempts  at  dealing  with  the  needs 
of  the  disabled  and  elderly  have  created  the 
dichotomy  of  meeting  the  individual's  physical 
health  needs  at  the  expense  of  his  or  her  men- 
tal well-being.  In  response  to  this  dichotomy, 
the  Virginia  Medical  Assistance  Program 
(VMAP)  has  developed  and  implemented  a 
Nursing  Home  Pre-Admission  Screening  Pro- 
gram. The  remainder  of  this  discussion  will  be 
focused  on  this  program's  background,  concep- 
tion, policy,  procedure  and  current  results. 


*This  paper  appears  in  The  Journal  for  Medicaid  Management,  Volume  1, 
Number  4,  Winter  1977,  pp  1-8.     Published  by  the  Department  of  Health, 
Education  and  Welfare,  Health  Care  Financing  Administration,  Institute 
for  Medicaid  Management. 
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Background  and  Conception 

In  1972,  when  Medicaid  coverage  of  interme- 
diate care  facilities  (ICFs)  as  an  optional  ser- 
vice began,  the  VMAP  included  this  service  as 
part  of  its  Title  XIX  program,  augmenting 
mandated  skilled  nursing  facility  (SNF)  ser- 
vices. Early  in  1975,  after  three  years  of  rising 
ICF  costs,  the  VMAP  began  focusing  on  han- 
dling the  increasing  number  of  patients  going 
into  nursing  homes.  In  1972,  the  average  cost 
per  day  for  ICF  care  was  $15;  by  1975,  it  had 
risen  to  $19.37  a  day.  The  cost  of  intermediate 
nursing  home  care  had  overtaken  and  passed 
inpatient  hospitalization  to  become  the  most 
expensive  item  in  Virginia's  Medicaid  budget. 
In  the  past  two  and  one-half  years,  the  VMAP 
has  experienced  a  net  increase  of  32%  in  claims 
for  nursing  home  care.  Payments  to  intermedi- 
ate care  facilities  for  FY  1976  accounted  for 
38%  of  the  Title  XIX  budget  in  Virginia,  or 
approximately  $7 1  million.  In  FY  1977,  Virginia 
spent  $102  million  or  42%  of  its  $245  million 
Medicaid  budget  on  ICFs.2 

Additionally,  since  Medicaid  in  Virginia  cov- 
ers both  the  categorically  and  medically  needy, 
every  elderly  and  disabled  Virginian  is  poten- 
tially eligible  for  Medicaid.  Demographic  stud- 
ies reveal  that  the  aging  population  of  Virginia 
has  grown  from  10.7  percent  of  the  total  State 
population  in  1960,  to  12.5  percent  in  1976, 
with  a  projection  of  13  percent  in  1980.  In  all, 
some  621,683  persons  60  years  of  age  and  older 
currently  reside  in  the  State.3  Some  53,301  of 
them  are  eligible  for  Medicaid  in  the"aged" 
category,  and  34,385  are  eligible  as  disabled 
individuals. 

In  1972,  7,083  of  the  9,963  nursing  home 
beds  licensed  in  Virginia  were  certified  for  in- 
termediate care.  In  October  1977,  some  13,837 
of  the  14,702  licensed  beds  in  Virginia  were 
certified  for  intermediate  care.  Medicaid  en- 
rolled persons  occupied  63-1/2  percent  of  those 
ICF  beds.  In  its  SNF  program,  Virginia  has 
always  used   Medicare  criteria  to  determine 


2Data  on  the  Medicaid  Program;  Eligibility/Services/Ex- 
penditures, Fiscal  Years  1966-78,  published  by  the  Institute 
for  Medicaid  Management. 

3 Alternatives  to  Institutionalization,  a  paper  by  Edwin  L. 
Wood,  Director,  Virginia  Office  on  Aging,  presented  to  the 
Commission  on  Needs  of  Elderly  Virginians  in  December 
1976. 


SNF  coverage.  Thus,  our  SNF  population  rep- 
resents the  more  intensive  care  patient,  with 
the  broader  definition  of  Medicaid  ICF  services 
directly  reflected  in  the  number  of  beds  and 
patients  in  the  intermediate  care  spectrum. 

Projected  expenditures  for  skilled  and  inter- 
mediate care  in  the  1978-1980  biennium  are  in 
excess  of  $200  million  for  community  nursing 
homes,  with  an  additional  $75  million  projected 
for  long  term  care  beds  in  State  institutions  for 
the  mentally  ill  or  retarded. 

Clearly,  fiscal  reality  and  planning  demanded 
that  increasing  patient  admissions  from  the 
community  directly  into  long  term  care  facili- 
ties be  controlled.  A  consideration  of  equal 
importance  was  the  human  services  issue  of 
appropriateness  of  care  for  the  institutional- 
ized. Believing  that  cost  containment  and  quali- 
ty of  care  can  work  together.  State  Medicaid 
staff  decided  to  find  an  answer  to  these  prob- 
lems— an  answer  that  was  compatible  with  both 
human  needs  and  fiscal  control.  We  began  by 
considering  the  Medicaid  program's  role  in  con- 
tributing to  nursing  home  placements.  Funding 
for  placement  of  the  elderly  and  disabled  was 
readily  available  for  those  who  were  Medicaid 
eligible,  while  community  based  services,  such 
as  home  health  services,  were  underutilized, 
and  services  under  Title  XX  were  both  under- 
funded and  underutilized.  The  existence  of  a 
medically  needy  program  practically  assured 
Medicaid  eligibility  for  a  majority  of  long  term 
care  patients. 

In  analyzing  the  issues  of  readily  available 
funding  for  nursing  home  placement  and  the 
accompanying  underutilization  of  community 
based  services,  several  problems  were  consid- 
ered. These  included:  the  pressures  placed  on 
hospital  discharge  planners  and  local  depart- 
ments of  welfare  by  a  combination  of  families, 
physicians  and  government  requirements  to  find 
readily  available,  funded  services  for  elderly 
and  disabled  persons  who  could  not  continue  to 
live  independently;  and  the  fact  that  elderly 
and  disabled  persons  and  their  families  were 
often  unaware  of  community  based  services.  In 
addition,  the  fragmentation  of  community 
based  services  which  contributes  to  the  lack  of 
awareness  about  available  services,  and  the 
difficulties  of  threading  through  the  maze  of 
community  services  were  considered.  Analysis 
of  these  problems  led  State  Medicaid  staff  to  a 


73 


possible  solution:  Could  a  local  interdisciplin- 
ary team  review  the  appropriateness  of  nursing 
home  placement  prior  to  admission  and  thereby 
enhance  the  use  of  community  based  services 
for  elderly  and  disabled  persons?  Such  a  team 
should  be  knowledgeable  about  local  resources 
that  could  be  mobilized  to  meet  the  needs  of 
the  individuals  screened. 

Virginia's  Medicaid  program  is  administered 
by  the  Department  of  Health.  In  July  1976,  the 
Department  of  Health,  working  through  four 
local  health  districts,  began  to  test  a  nursing 
home  pre-admission  screening  program.  This 
pilot  project  was  conducted  over  9  months  in 
both  urban  and  rural  areas.  Screening  commit- 
tees composed  of  a  local  health  department 
physician,  a  public  health  nurse  and  an  adult 
services  social  worker  were  established. 

Virginia's  relationship  with  its  nursing  home 
providers  is  built  on  trust  and  cooperation.  The 
open  dialogue  between  them  has  contributed  to 
the  success  of  the  screening  program.  Every 
Medicaid  nursing  home  in  the  State  was  ad- 
vised in  writing  that  patients  in  these  four  lo- 
calities who  were  living  at  home  and  sought 
admission  would  have  to  be  screened  by  the 
local  committee  before  actual  admission  to  the 
facility.  Screening  was  necessary  if  the  patients 
were  Medicaid  eligible,  or  would  become  Medi- 
caid eligible  within  90  days  subsequent  to  ad- 
mission. This  screening  requirement  became 
part  of  the  State's  admission  certification  and 
Medicaid  payment  would  not  be  made  without 
the  screening  committee's  approval. 

A  Nursing  Home  Screening  Certificate  was 
developed  for  use  in  the  program.  The  form 
was  completed  on  each  individual  screened,  and 
although  simple  in  format,  included  medical, 
nursing  and  social  information  sufficient  to  cre- 
ate a  picture  of  the  "total"  person.  (See  Fig- 
ure I.) 

The  local  screening  committees  were  advised 
to:  (1) evaluate  the  medical,  nursing  and  social 
needs  of  each  individual  referred  for  pre-admis- 
sion screening;  (2)  analyze  what  specific  serv- 
ices the  individual  needed;  and  (3)  evaluate 
whether  a  service  or  a  combination  of  existing 
community  services  were  available  to  meet  the 
individual's  need.  The  committee's  assessment 
of  services  availability  would  depend  upon 
whether  the  needed  services  existed  in  the  pa- 
tient's community,  the  individual's  financial  eli- 


gibility for  the  service,  and  whether  the  service 
could  be  delivered  at  the  time  and  in  the 
amount  necessary  to  meet  the  individual's 
need. 

Services  which  could  possibly  be  used  to 
help  an  individual  remain  in  the  community 
were  home  health  services,  chore  and  compan- 
ion services,  congregate  or  home  delivered 
meals,  adult  day  care,  homemaker  services, 
protective  service  for  adults,  and  sheltered  liv- 
ing arrangements,  such  as  homes  for  adults  or 
foster  homes.  If  the  committee  determined  that 
any  of  these  services  were  needed,  the  indivi- 
dual was  informed  by  letter  and  referred  to  the 
appropriate  provider;  the  committee  followed 
up  to  see  that  the  services  were  provided  and 
the  individual  was  being  successfully  cared  for 
in  the  community. 

The  pilot  project  showed  that  26.3  percent  of 
the  167  individuals  screened  could  be  success- 
fully cared  for  in  the  community  through  the 
use  of  alternative  methods  of  care.  Based  on 
the  success  of  the  pilot  project,  the  Virginia 
Medical  Assistance  Program  initiated  pre-ad- 
mission screening  Statewide.  The  program  has 
received  the  enthusiastic  support  of  the  Virgin- 
ia Secretary  of  Human  Resources,  the  Virginia 
Office  on  Aging,  the  State  Department  of  Wel- 
fare, the  Virginia  Health  Care  Association  (the 
State  nursing  home  association)  and  the  Virgin- 
ia Commission  on  the  Needs  of  Elderly  Virgini- 
ans, thereby  increasing  its  acceptance. 

Statewide  Initiation 

Effective  May  15,  1977,  initiation  of  the  nurs- 
ing home  pre-admission  screening  program 
began  on  a  Statewide  basis.  Orientation  sessions 
for  the  local  health  and  welfare  departments 
were  held  throughout  the  State.  At  these  ses- 
sions, background,  suggested  methodology  and 
philosophy  of  the  program  were  covered. 

As  in  the  pilot  project,  persons  screened  are 
those  who  are  neither  in  a  community  hospital 
nor  another  nursing  home  at  the  time  of  appli- 
cation. Screening  occurs  if  the  individual  is,  or 
will  become,  Medicaid  eligible  within  90  days 
of  nursing  home  admission. 

Applicants  are  assessed  by  the  screening 
committee  of  the  local  health  department  where 
they  live.  The  committee  continues  to  be  com- 
posed of  a  physician,  a  nurse,  and  a  social 
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rigure  i 


i  or  z 


VIRGINIA 

HEALTH  DISTRICT_ 
Name  of  Patient 


NURSING  HO'T  SCREENING  CERTIFICATE 
HEALTH  DEPARTMENT 


Age:  MP  MSDW 


Last 


First 


Middle 


Address 


Source  of  Referral:     Self   Family   Friend   Welfare  Dept.   Other  (Identify) 


RECOMMENDATION: 

Nursing  Home 

No  Change 

Other  Living 
Arrangements 

Home  for  Adults 

With  Relatives 

Other  (Describe) 


SERVICES  REOUIRED /AVAILABLE: 


1.  Meals 

(Congregate,  etc.) 


2.  Chore  Services 

3.  Companion 
Services 

U.     Home  Health 

5 .  Homemaker 

6 .  Day  Care 

7.  Other  (Define) 
COMMENTS: 


COMMENTS : 


SERVICES  REQUIRED/NOT  AVAILABLE: 


1.  Meals 

(Congregate,  etc.) 


2.  Chore  Services 

3.  Companion 
Services 

4.  Home  Health 

5.  Homemaker 

6.  Day  Care 

7.  Other  (Define) 


Date  Signature 
Man-hours,  total  Title 
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Figure  1 


2  of  2 


PRIMARY  DIAGNOSIS: 
Hypertension 
Diabetes 
Heart 

Other  Cardiovascular 
Diseases,  including  CVA 

Cancer 

Arthritis 

Other  (Define) 

FUNCTIONAL  CAPACITY: 

Completely  bedridden 

Up  in  chair  only 

Ambulates  with  help 
(Device) 

Ambulates  with  help 
(Other  person) 

Independent 
Ambulation 

PRESENTING  PROBLEMS: 

Unable  to  Cope  with 
Activities  of  Daily  Living 

Personal  Care 

Care  of  the  Home 

Food  Preparation 
(Including  Purchase) 

Menace  to  Self  and  Others 

CURRENT  LIVING  ARRANGEMENT: 
House /Apartment 
Alone 

With  Spouse 

With  Child 

With  Other  Relative 

With  Friend 

MAP  -  121C  2/77 


COMMENTS: 


SPECIAL  DISABILITIES: 

Paralysis /Paresis 

Ambulation 

Contractures/ 
De  fortuities 

Impaired  Vision 

Deafness 

Confused /Aberrant 
Behavior 

Other 

COMMENTS : 


Home  for  Adults 

Rooming  House 

Room  and  Board 

Other  Institution  (identify) 


76 


worker  from  local  health  or  welfare  depart- 
ments. Usually  the  social  worker  is  employed 
by  the  welfare  department;  occasionally,  a  lo- 
cal health  department  social  worker  will  also 
participate  in  screening.  In  addition,  the  com- 
mittees have  been  encouraged  to  work  with 
other  community  agencies  offering  services  to 
the  elderly  and  disabled.  In  some  areas,  othc 
agencies  which  participate  on  the  committee 
include  an  area  office  on  aging,  a  mental  health 
clinic,  a  private  home  health  agency,  a  minis- 
terial association,  nursing  homes,  and  homes 
for  adults.  In  one  locality,  a  representative 
from  the  community  hospital  also  participates. 

Upon  receiving  a  screening  referral,  usually 
from  the  welfare  department  or  family,  the 
committee's  social  worker  and  public  health 
department  nurse  interview  the  individual  and 
complete  the  Nursing  Home  Screening  Certifi- 
cate. The  social  worker  prepares  a  social  evalu- 
ation of  the  individual  and  the  health  depart- 
ment nurse  evaluates  the  person's  nursing 
needs,  and  obtains  the  medical  history.  The 
full  committee  meets  and  the  evaluations  are 
presented  and  discussed.  If  it  is  not  possible 
for  the  committee  physician  to  visit  the  patient 
and  additional  medical  information  is  needed, 
his  or  her  private  physician  is  contacted.  The 
committee  carefully  reviews  each  person's  case 
to  determine  if  nursing  home  admission  is  ap- 
propriate or  if  he  or  she  can  be  cared  for  ade- 
quately at  home  or  in  the  community  through 
local  services. 

When  the  committee  has  reached  a  decision, 
the  referring  agency  or  individual  is  informed 
by  letter,  with  a  copy  to  the  local  welfare  de- 
partment and  to  the  nursing  home,  if  placement 
is  approved. 

Referral  and  follow  up  are  vital  parts  of  the 
program.  Virginia  stresses  the  human  aspect 
from  the  initial  personal  contact  with  the  indivi- 
dual by  the  nurse  or  social  worker,  through 
referral  and  follow  up.  Depending  on  the  type 
of  services  needed,  either  the  social  worker  or 
nurse  will  make  the  referral  to  the  appropriate 
agency  and  assure  that  the  individual  and  fami- 
ly understand  how  to  receive  services.  In  some 
instances,  the  nurse  or  social  worker  will  make 
a  phone  call  or  visit  the  individual  after  that  to 
determine  if  his  or  her  needs  are  being  ade- 
quately met.  From  time  to  time,  the  screening 
committee  will  discuss  individuals  previously 


screened,  to  evaluate  their  progress,  and  are 
brought  up  to  date  on  these  individuals'  status. 
In  the  next  year,  Virginia  hopes  to  formalize 
these  procedures,  as  well  as  increase  public  re- 
lations efforts  concerning  the  program,  and 
availability  of  non-institutional  services. 

When  the  Virginia  pre-admission  screening 
progiam  began  Statewide,  prospective  nursing 
home  candidates  from  facilities  of  the  Depart- 
ment of  Mental  Health  and  Mental  Retardation 
were  included  in  the  program.  These  evalua- 
tions were  conducted  by  the  Utilization  Review 
Section  (UR  Section)  of  the  VMAP,  which  sub- 
stitutes for  the  local  screening  committees.  In 
this  case  the  referring  facility,  a  State  hospital, 
prepares  medical,  nursing,  and  social  informa- 
tion on  the  potential  nursing  home  candidate  for 
the  UR  Section.  Often  the  referring  hospital  in- 
dicates a  particular  nursing  home  which  could 
meet  the  individual's  physical  and  mental  needs. 
The  UR  Section  may  contact  the  referring  agen- 
cy if  sufficient  data  on  the  individual  is  not  sup- 
plied. The  referring  agency  or  individual  is  ad- 
vised in  writing  of  the  committee's  decision  to 
either  authorize  or  deny  payment  for  nursing 
home  care.  If  payment  is  authorized,  the  appro- 
priate facility  is  also  notified.  Transfer  from  a 
State  hospital  to  a  nursing  home  is  generally  on 
a  furlough  basis  to  assure  that  patients  can  easi- 
ly return  to  proper  settings  if  the  nursing  home 
does  not  meet  their  particular  needs. 
Appropriate  placement  of  these  individuals  is, 
of  course,  insured  by  individual  professional 
review  teams'  regular  review  of  Medicaid  nurs- 
ing home  patient  care.  Without  prior  UR  Sec- 
tion authorization,  the  VMAP  does  not  make  a 
nursing  home  payment. 

Reporting  Mechanism  and  Program 
Results 

During  the  first  ten  months  of  this  program, 
1,755  individuals  throughout  the  State  have 
been  assessed  by  screening  committees;  395 
have  been  found  able  to  remain  in  the  communi- 
ty (22.5  percent).  In  addition,  175  patients  in 
State  mental  health  and  mental  retardation  facil- 
ities have  been  screened.  Twenty-two  percent 
of  these  patients  were  not  approved  for  nursing 
home  care.  In  these  unapproved  cases,  the  most 
appropriate  placement  for  the  individual  was 
determined  to  be  either  continued  hospitaliza- 
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tion,  or  transfer  to  a  licensed  adult  home  or  fos- 
ter home. 

To  capture  information  on  all  individuals 
screened,  and  to  identify  which  services  were 
or  were  not  available  throughout  the  State, 
VMAP  receives  the  Nursing  Home  Screening 
Certificate  on  each  individual  screened. 
Analysis  to  date  reveals  that  the  service  most 
often  "unavailable"  to  maintain  individuals  in 
the  community  is  companion  service  (29  per- 
cent of  the  cases),  followed  by  chore  services 
in  22  percent  of  the  cases,  homemaker  services 
in  21  percent  of  the  cases,  meals  in  20  percent 
of  the  cases,  and  adult  day  care  in  18  percent 
of  the  cases.  Only  home  health  services  were 
available  in  all  areas  of  the  State  in  sufficient 
quantity  to  meet  the  need  in  most  cases. 

The  data  reflect  several  reasons  that  needed 
services  are  not  available.  One  is  that  the  indi- 
vidual cannot  meet  income  eligibility  require- 
ments for  specific  services.  This  is  particularly 
true  for  individuals  with  resources  above  the 
allowable  amount  for  Supplemental  Security 
Income  (SSI).  Their  ineligibility  for  SSI  renders 
them  ineligible  for  chore  and  companion  serv- 
ices under  Title  XX  in  Virginia.*  In  many  other 
instances,  the  service  "needed"  does  not  exist 
in  the  community.  The  most  striking  example  of 
this  is  adult  day  care.  A  third  reason  for  "non- 
availability of  services"  is  that  they  may  not  be 
offered  in  sufficient  numbers  of  hours  to  meet 
the  patient's  need. 

As  a  result  of  these  preliminary  findings, 
Virginia  is  already  exploring  ways  to  increase 
awareness  of  community  based  services,  and  is 
working  towards  increasing  alternative  means 
of  caring  for  persons,  with  the  goal  of  having  a 
nursing  home  become  only  one  option  among 
many  long  term  settings,  rather  than  the  only 
option  in  the  minds  of  many. 

Conclusion 

At  this  time,  definitive  data  on  cost  savings 
are  not  available.  However,  we  can  make  a 
reasonable  projection  of  estimated  cost  savings 


*This  is  a  Federal  problem  -  one  involving  legislative 
requirements  that  conflict  and  thus  work  against  the  very 
people  the  programs  were  intended  to  serve,  since  these 
eligibility  requirements  create  barriers  to  non-institutional 
services. 


using  figures  from  a  recent  GAO  study4  on 
home  health  care,  and  our  best  estimate  of  ICF 
costs  in  Virginia.  Home  health  services,  of 
course,  do  not  include  such  services  as  chore, 
companion,  homemaker  and  day  care  services. 
If  the  cost  of  intermediate  care  in  Virginia  av- 
erages about  $24.83  a  day,  a  monthly  estimate 
of  expenditures  for  this  care  would  be  $750 
($25  a  day  X  30  days  a  month.) 

The  GAO  study  estimates  that  there  is  a 
break-even  point,  depending  on  the  person's 
level  of  impairment,  after  which  home  health 
care  costs  exceed  institutional  costs.  The  cost 
of  providing  care  in  the  home  at  this  level  is 
approximately  $400  a  month.  Therefore,  if  an 
individual  could  use  home  health  services,  in- 
stead of  ICF  services,  possible  savings  of  $350 
per  patient  per  month  could  be  realized.  If  we 
apply  this  to  the  results  of  the  first  10  months 
of  the  program,  maintaining  395  individuals  in 
the  community  would  save  the  State  $138,500 
per  month,  or  approximately  $1.6  million  a 
year.  While  these  figures  are  by  no  means  firm 
and  represent  only  projections,  they  do  indicate 
potential  "savings"  that  could  be  realized  from 
pre-admission  screening  programs  such  as  Vir- 
ginia's. 

Benefits  in  terms  of  social  values  are  more 
immediately  visible,  however.  Wherever  possi- 
ble, disabled  and  elderly  persons  are  not  being 
uprooted  from  their  homes  and  communities 
and  placed  in  institutional  settings. 
Inappropriate  and  often  unwanted  nursing 
home  placements  have  been  delayed  or  avoided 
through  use  of  community  resources.  We  have 
contributed  to  the  well-being  of  our  elderly  and 
disabled  recipients  and  will  continue  to  help 
them  maintain  their  sense  of  self-esteem.  We 
believe  this  can  be  accomplished  only  if  they 
remain  part  of,  and  feel  they  are  contributing 
to  the  community,  instead  of  being  dependent 
upon  it.  The  screening  program  thus  supports 
directly  our  goal  of  assuring  the  dignity  and 
rights  of  the  elderly  and  disabled.  The  empha- 
sis placed  on  the  human  factor  and  the  need  for 
support  and  communication  with  other  agen- 
cies are  keys  to  the  program's  success. 


'•Comptroller  General's  Report  to  the  Congress  -  Home 
Health  -  The  Need  for  a  National  Policy  to  Better  Provide 
for  the  Elderly  (HRD-78-19,  12/30/77). 
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With  this  program  Virginia  is  also  beginning 
to  systematically  measure  the  types  of  services 
available  in  the  State,  and  to  identify  services 
required  in  the  community  to  meet  the  needs 
of  its  elderly  and  disabled  citizens.  Based  on 
the  need  for  such  services,  we  are  better  pre- 
pared to  actively  work  towards  a  Statewide  sys- 
tem of  community  services.  The  program  is 
important  also  as  a  management  tool,  because 
it  illustrates  to  us  that  costs  can  be  contained 
and  the  recipient  still  be  well  served.  We  have 
not  yet  begun  to  explore  other  uses  of  the  data 
for  program  management  purposes,  but  have 
no  doubt  such  situations  will  arise. 


•  Charlotte  Carries  has  been  a  social  work  consultant  for 
the  Virginia  Department  of  Health 's  Nursing  Home  Pre- 
Admission  Screening  Program  since  August  1977.  She 
has  a  degree  from  the  University  of  North  Carolina  at 
Greensboro  in  sociology  and  social  work,  and  an  MSW 
from  Virginia  Commonwealth  University.  She  worked  as 
a  social  worker  for  the  city  of  Richmond  and  as  a  Medi- 
caid appeals  hearing  specialist  for  six  years. 

•  Ann  Cook  is  the  Medical  Social  Service  Director  of 
the  Virginia  Medical  Assistance  Program.  She  received 
her  MSW  from  the  University  of  North  Carolina  at 
Chapel  Hill  and  has  been  a  medical  social  worker  with 
the  State  Health  Department  since  1969. 
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Ruth  Shepherd  OREGON'S  PROJECT  INDEPENDENCE 

Acting  Administrator, 
Oregon  Office  of  Elderly 
Af  fairs 


A  program  of  home  and  community  services  in  Oregon  is  helping 
some  6,000  poor  elderly  residents  stay  in  their  own  homes.  State 
funds  provided,  per  average  client,  per  year,  is  $215,  compared  to 
approximately  $1,360,  State  and  Federal  funds  combined,  for  support 
of  a  nursing  home  bed  in  Oregon,  per  year. 

The  typical  Project  Independence  client  is  white,  female,  aged 
79  years,  widowed,  and  has  less  than  $3,000  annual  income  from 
private  sources  and  social  security.  She  lives  in  her  own  home, 
probably  has  been  recently  hospitalized,  and  has  problems  of 
circulation,  arthritis  and  respiratory  disorders.  She  is  partially 
or  totally  housebound.  Authorized  services  most  needed  and  used  by 
Project  Independence  clients  in  order  of  frequency  of  use,  are: 
homemakers;  chore  workers;  outreach;  home  delivered  meals;  friendly 
visiting;  telephone  reassurance;  escorted  transportation;  health 
screening  and  evaluation;  assistance  in  gaining  access  to  health 
care;  protective  services;  and  home  health  services.  Some  90 
percent  of  the  total  Statewide  services  are  delivered  to  enrollees 
in  their  own  homes. 


Free  service  is  provided  a  person  in  a  high  risk  category 
whose  individual  income  is  $3,000  or  less  per  year  ($5,000  if 
living  as  part  of  a  couple).  Eligible  persons  whose  incomes  are 
above  those  levels  pay  according  to  their  ability. 


The  major  criteria  for  admission  to  the  program  is  that  the 
person  must  be  60  years  of  age  and  in  great  risk  of  being  placed  in 
an  institution  within  a  year.  Persons  receiving  welfare,  grants, 
or  services  are  not  eligible  for  Project  Independence.  Project 
Independence  workers  use  an  intake  form  designed  to  help  them 
assess  the  needs  of  the  individual  and  rate  the  risk  of 
institutionalization  for  each  applicant.     (See  accompanying  form.) 

Risk  factors  include:  difficulty  with  shopping,  working, 
housecleaning  and  transportation;  disabling  health  problems; 
limited  mobility;  problems  with  vision,  hearing  or  teeth;  need  for 
medical  care  or  hospitalization;  loss  of  spouse  or  relatives; 
housing  problems;  and  financial  difficulties. 


If  the  number  of  risk  points  reaches  a  minimum  level 
established  by  the  program  administrator,  the  applicant  is  eligible 
for  the  program.  In  the  winter  of  1977,  the  average  number  of 
points  for  enrollees  in  the  program  was  72,  with  67  percent  scoring 
over    60.  Early  in  the  operation,     97  percent  of  the  enrollees  were 


80 


Risk  Assessment 


Problems 

Difficulty  with/or 
;r  need  of 
l  Yes 


Points  Hospitalized 

;wr:i  Las:  Yea-; 


•0O!S 


Coo^hg  :0ois 

Light  Housekeeping 

Cnore/Heavy 
Houseeiean.ng 

Home  Repair 


Basic  Marketing 

5pts.  1 

;  Shopping  j 

.  In  Home  Care 

lOpts  j 

1  j 

1      j  Instruction 

i 
i 
i 

i 

Transportation 

5  pis  : 

Health 

Current  Condition 


severe 
2.  Moderate 
3  Mho 


Each  Severe  5  ots 
Each  Moderate     2  ots 


|  Circulatory 

Respiratory 
■  Digestive 
j  Diaoetes 
|  Arthritis 

Stroke 

i  Cancer 
|  Malnutrition 
|  Emotional  Stress 
I  Other 


Mobility 

'  3occ       CScore  One  Oniy;  !  : 

2  =2".  a   5  ots 

3  '-.o-seoound.-  -  lOpts 

-  5ec:ast  10  ots  .. 

Wheelcnair  i      !  i  Yes 

i  j  2  No 

Vision  i  j 

1  Acecuate  I  1 

2  "artiai    3pts 

3  3lmd  5pts  . 

Glasses  '  !  1  Has  wears 

I      ;  2  Has  does  not  wear 

 !  3  Has  no  glasses 

Hearing 

t  Asecuate  :  ! 

2  °an:ai  3pts 

3  Dea:  5  pis  . 

Hearing  Aid  i  '  1  "as  "ears  , 

3  ■      ;  2  Has  does  not  wear 

  3  Has  no  aid 

Teeth  "  •  Aaeouate 

'  2  Inadequate 


Currently  Seeing 
Doctor 

Needs 

Medical  Care 

Current  Social 
Condition 

[Within  Last  Year) 

1  Yes 

2  No 


Housing 

!  Status 


j  Condition 

i 

!    Type  Dwelling 


i 


i 


Protective 
j    Legal  Services 


i  Economic 

!  Conditions 

i  Benefits 

j 

j  i  Yes 

!  2  No 


1  -es 

2  No 


2  No 


Loss  o!  Spouse 

Losso!  Reiatives/Fner.c; 

Neecs  mere 
.  Social  Contact    5  ots 


t  O-.vned 

2  aer.ted 

3  Other 


t  Aceouate 

2  Inadequate     5  pts 

t  Smgie  Family 

2  Duplex 

3  Apartment 

4  Mooiie  Home 

5  Group  Ousners 

1.  Yes 
2  No 


Financial  Difficulty 

5  pts 

Estimated 
Monthly  Income 

Estimated 
Yearly  Income 

Adjusted  Income 

Wants  to 

t  Yes 
2  No 

Total  "At  Risk"  Points 


j  Social  Security 
1  Meoicare 
(  Pension 
!  VA 

I  Puolic  Assistance 

!  ssi 

!  Food  Stamps 

i 

|  Medicaid 
•  Other 


1  Yes 

2  No 


Vciunteer 
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judged  by  an  independent  evaluator  to  be  at  very  bigh  risk  of 
needing  institutional  care  without  Project  Independence  services. 


SERVICES  PROVIDED 


Many  of  the  more  populated  areas  bad  some  capacity  to  serve 
tbe  new  enrollees,  but  rural  areas  varied  in  tbeir  ability  to 
respond,  witb  some  offering  virtually  no  services.  As  a  result, 
and  with  approval  of  the  Governor's  Commission  on  Aging,  the  Office 
of  Elderly  Affairs  set  aside  about  one-third  of  the  initial  funding 
for  start-up  efforts  in  districts  that  needed  to,  say,  establish  a 
bus  route  or  put  together  a  homemaker  service. 


Throughout     the  program,  homemaking  has  been  the  most  commonly 

needed  service,  but  one  for  which  there  were  relatively  few  sources 

in  rural  areas.  Now,  a  number  of  new  private  and  non-profit 
organizations  have  developed. 


Services  have  been  given  standard  definitions  and  are  provided 
by  local  service  provider  agencies  under  contract  with  local  Area 
Agencies  on  Aging. 


EVOLUTION  OF  THE  PROGRAM 


A  search  for  alternatives  to  nursing  home  care  began  to  take 
shape  in  1971  stimulated  by  ideas  gained  by  Oregon's  delegates  to 
the  White  House  Conference  on  Aging  that  year  and  by  the  relatively 
new  Older  Americans  Act.  Elderly  activists  from  the  Governor's 
Commission  on  Aging  and  the  Oregon  State  Council  of  Senior 
Advocates  prodded  State  legislators,  administrators,  and  local 
officials  to  accelerate  action  to  help  elderly  persons  remain  in 
their  own  homes. 


In  his  election  in  1975,  Governor  Bob  Straub,  and  Senate 
President  Jason  Boe,  joined  the  advocates  to  develop  and  implement 
a  two  year  program  of  "supportive  social  services  for  persons  aged 
60  or  older."     That  launched  Project  Independence. 

Oregon's  Project  Independence  was  begun  in  1975  because  State 
officials  and  legislators  became  aware  that: 

—  There  were  very  few  options  available  to  elderly  persons 
who  had  difficulty  managing  at  home  other  than  entering 
nursing  homes. 


—  Public  dollars  were  more  readily  available  for  nursing  home 
care  of  low  income  persons  than  for  alternative  care.  As  a 
result,  at  least  15  percent  of  Oregon's  nursing  home 
population    did     not     need    medical     care     on     the    day  of 
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admission . 

—  Many  low  income  persons  become  dependent  on  public  funds 
(welfare)  when  admitted  to  a  nursing  home  —  or  soon  after. 

—  Most  elderly  persons  and  particularly  those  who  really 
don't  need  nursing  home  care  prefer  to  remain  in  their  own 
homes . 

—  Services     provided     at    home  can  often    be  effective  —  and 
less  expensive  —  than  nursing  home  costs. 

Too  often,  when  a  decision  is  made  for  an  elderly  person  to 
leave  home  for  institutional  care,  it  is  only  because  a  woman's 
stiffened  shoulder  joints  make  it  hard  for  her  to  fasten  her  dress 
in  back  and  reach  her  cupboard  or  an  otherwise  healthy  man 
experiences  sudden  and  deep  feelings  of  loneliness  and  despair 
upon  being  widowed. 

A  total  of  $929,000  was  appropriated  for  the  Department  of 
Human  Resources  for  program  operations  from  July  1975  through  June 
1977.  The  department  sought  recommendations  for  program  objectives 
from  the  Governor's  Commission  on  Aging  and  delegated 
administrative  responsibility      to  the  Office  of  Elderly  Affairs. 

Project  Independence  monies  are  allocated  to  all  areas  of  the 
State  and  managed  at  the  local  level  by  Area  Agencies  on  Aging. 
The  local  AAAs  write  contracts  with  local  provider  agencies. 

TYPICAL  ENROLLEES 

Of  the  current  enrollees,  about  70  percent  are  women.  58 
percent  live  alone,  36  percent  are  widowed  and  80  percent  are  75  or 
older.  Some  typical  Project  Independence  enrollees  are: 

—  A  partially  paralyzed  man,  who  is  hard  of  hearing,  has  few 
teeth  and  lives  alone  in  an  isolated  area.  He  can  drive,  but 
seldom  sees  his  neighbors.  "I've  been  in  a  nursing  home,"  he 
says,  "but  you  get  so  you  hate  it  and  everyone  around  you." 
Project  Independence  keeps  him  independent  with  personal  care 
from  a  homemaker  service  and  occasional  help  in  cleaning  his 
home . 

An  elderly  widow,  who  is  nearly  blind  and  must  walk  with  a 
cane,  has  no  family.  She  lives  in  a  small,  neat,  second-floor 
apartment  and  can  do  her  own  cooking  and  housework.  Project 
Independence  arranged  for  a  volunteer  from  the  senior  center 
to  telephone  her  regularly  and  to  provide  transportation  to 
help  with  shopping. 
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—  A  woman  of  nearly  90,  somewhat  confused  and  with  only 
peripheral  vision,  lives  in  an  apartment  whose  cluttered  state 
distressed  her  landlord.  Now  she  gets  help  with  shopping  and 
goes  to  the  local  nutrition  site  for  lunch.  Under  project 
funding  a  housekeeper  helps  clean  her  apartment  and  a 
protective  service  worker  visits  regularly  to  assist  in 
financial  and  legal  matters,  and  other  needs. 


DAY  CARE 


When  Pro 
care  programs 
programs  were 


ject  Independence 
for  the  elderly, 
funded  under  the 


started  in  1975 
so  two  small  day 
project . 


Oregon  had  no  day 
care  demonstration 


Both  day  care  centers  are  in  the  Portland  area  and  feature  a 
pleasant  home-like  atmosphere.  Some  patients  have  been  recently 
discharged  from  hospitals  and  are  referred  for  short-term  therapy; 
others  are  isolated,  lonely,  frail  persons  who  need  to  socialize 
and  be  assured  of  at  least  one  nutritious  meal  per  day. 


Services  emphasize  social  activities,  crafts  and  games,  and 
the  hot  noon  meal,  but  include  some  nursing  services  as  well  as 
occupa-  tional  and  physical  therapy.  The  centers  are  open  weekdays 
from  7:30  a.m.  to  5:30  p.m. 


Transportation  to  and  from  the  centers  is  arranged  through  a 
variety  of  local  agencies  and  volunteer  services  for  the  elderly. 
Generally,  the  participants  fall  into  one  of  three  categories: 


Those  who  live  with  younger  families  that  for  one  reason  or 
another  can  no  longer  take  care  of  them  24  hours  a  day. 
(Perhaps  the  wife  has  taken  a  job  outside  the  home.) 

Those  living  alone  who  have  been  isolated  so  long  they  need 
stimulation  from  an  outside  source. 


—  Those  discharged  from  hospitals  whom  physicians  refer  for 
occupational  or  physical  therapy.  (One  such  woman  who  had 
a  stroke  that  affected  her  right  side  had  difficulty  in 
preparing  meals.  At  a  day  care  center,  she  learned  to  cook 
with  her  left  hand.) 


The  two  centers  have  aroused  considerable  interest  and 
inspired  some  efforts  Statewide  toward  establishing  further  day 
care  services.  Areas  Agencies  on  Aging  in  several  parts  of  the 
State  are  currently  considering  day  care  in  their  planning  for 
1980-81. 
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ADMINISTRATIVE  COSTS  LOW 


When  Project  Independence  began,  the  legislature  required  that 
all  funds  be  spent  on  services  rather  than  administrative  costs  for 
the  first  18  months.  Thus,  the  program  was  "piggy-backed"  on  the 
existing  management  structure  of  the  Area  Agencies  on  Aging 
throughout  the  State,  which  are  largely  Federally  supported. 
Governor  Straub  credits  these  agencies  for  their  concentrated 
efforts  to  establish  Project  Independence  services  during  the 
initial  two  years  of  the  project.  The  program's  early  successes 
must  be  attributed  in  large  part  to  the  continuous  cooperation  of 
the  Area  Agency  staffs. 

At  this  time,  Project  Independence  enrollees  and  fiscal 
reports  are  submitted  separately  from  records  which  report  services 
rendered  under  the  Older  Americans  Act.  The  Area  Agencies  are 
responsible  for  management  of  contracts  written  with  local 
providers  of  Project  Independence  services. 

Project  Independence  receives  no  Federal  dollars.  (Oregon 
long  since  reached  its  Federal  ceiling  for  social  services  under 
Title  XX  of  the  Social  Security  Act.) 

Other  factors  in  keeping  costs  low  are:  (1)  extensive  use  of 
employees  paid  by  the  Federal  Comprehensive  Employment  and  Training 
Act  to  provide  services,  such  as  homemaking;  and  (2)  some  40 
percent  of  services  are  relatively  low  in  cost  or  performed  by 
volunteers,  such  as  telephone  assurance,  transportation  and 
friendly  visiting. 

In  1977,  Governor  Straub  recommended  an  increase  in  biennial 
funding  from  $929,000  to  $1.7  million.  A  coalition  of  senior 
advocates  asked  the  legislature  to  raise  it  further  to  $2.7 
million,  and  the  legislature  responded  favorably. 

For  the  two-year  period  (July  1977  -  June  1979),  the 
legislature  approved  the  department's  recommendation  to  allocate 
five  percent  of  the  total  funds  for  administrative  costs.  Two 
percent  are  assigned  to  the  State-level  Office  of  Elderly  Affairs, 
with  three  percent  to  the  Area  Agencies  on  Aging. 

Governor  Victor  Atiyeh  has  recommended  an  increase  to  the  1979 
legislature  which  would  bring  the  Project  to  $3.6  million  for  the 
biennium,  and  the  current  coalition  of  senior  organizations  (United 
Seniors  '79)  is  requesting  increases  that  would  total  $5.3  million. 
Legislative  action  is  pending. 
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IMPROVING  THE  PROGRAM 


The  program  has  received  national  attention  through  a  seven- 
minute  segment  that  appeared  on  an  NBC  network  news  program  in  June 
1977.  The  camera  crew  (with  permission  of  enrollees)  went  into 
enrollees'  homes  to  illustrate  how  program  services  helped  them 
remain  independent.  This  stimulated  inquiries  from  all  parts  of 
the  country  and  even  from  England. 

Now,  very  few  parts  of  the  State  offer  the  full  range  of 
alternative  services  necessary  to  give  the  frail  elderly  all 
options  that  are  needed  for  individual  appropriate  care.  The 
Office  of  Elderly  Affairs  and  Area  Agencies  on  Aging  are  continuing 
an  effort  to  plan  and  develop  those  additional  options. 

Governor  Atiyeh,  the  Commission  on  Aging  and  the  Oregon 
Legislature  are  pleased  with  the  results  of  Project  Independence. 

Nearly  two-thirds  of  Project  Independence  clients  are  able  to 
postpone  or  avoid  placement  in  a  nursing  home. 

Since  the  number  of  "older  old"  people,  age  75  and  over,  is 
the  fastest  growing  age  group  in  Oregon  (and  elsewhere),  and  it 
includes  the  highest  percentages  of  frail  persons,  a  program,  such 
as  Project  Independence,  which  targets  services  to  that  frail 
population,  can  and  does  claim  cost-effective  results. 
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SUMMARY  OF  NURSING  HOME  WITHOUT  WALLS  LAW 
(CHAPTER  895,  NEW  YORK  STATE  LAWS  OF  1977) 


Chapter  895  of  the  Laws  of  1977,  "The  Nursing  Home  Without 
Walls"  Law,  which  became  effective  April  1,  1978,  authorizes  the 
establishment  of  long  term  home  health  care  programs  as  an 
alternative  to  institutional  care.  This  law,  which  was  three  years 
in  development,  was  conceived  as  a  means  of  providing  long  term 
care  tailored  to  meet  the  needs  of  the  patient  rather  than  the 
usual  method  of  the  patient  meeting  the  requirements  of  a  program. 

In  addition,  the  occupancy  rate  in  New  York's  nursing  homes 
exceeds  96%,  and  in  some  areas  there  are  no  nursing  home  beds  for 
patients  who  could  be  discharged  from  much  more  costly  acute  care 
beds . 

In  1976  long  term  care  in  New  York  State  took  one-third  of  the 
Medicaid  budget  while  in  1967  the  same  care  consumed  12%  of  the 
Medicaid  budget.  As  a  result  of  the  increasing  elderly  population 
it  is  expected  that  the  portion  of  the  health  care  dollar  devoted 
to  long  term  care  will  continue  to  rise. 

Rather  than  meet  the  increasing  demand  for  long  term  care 
through  construction  of  more  nursing  homes,  thus  paying  for  bricks 
and  mortar,  available  funds  should  be  more  appropriately  used  to 
provide  patient  care.  Social  as  well  as  fiscal  reasons  dictate 
that  we  develop  alternative,  non-institutional  methods  of  providing 
long  term  care.  Although  a  nursing  home  is  now  authorized  to  care 
for  a  certain  number  of  patients  within  a  facility,  there  is  no 
reason  that  same  nursing  home  could  not  also  provide  the  same  level 
of  care  to  people  in  their  own  homes.  The  nursing  home  would 
manage  the  patient's  case  but  the  patient  would  not  physically 
reside  in  the  facility. 

The  "Nursing  Home  Without  Walls"  program  has  three  key 
elements:  1)  the  selection  of  the  provider;  2)  the  financing 
mechanism;  and  3)  the  selection  and  management  of  the  patient. 

SELECTION  OF  PROVIDERS 

Long  term  home  health  care  may  be  provided  by  certified  home 
health  agencies  and  by  public  or  voluntary  non-profit  residential 
health  care  facilities  and  hospitals  which  have  received  the 
authorization  of  the  State  Health  Commissioner.  The  Commissioner's 
determination  is  made  on  applications  submitted  by  potential 
providers     after  considering  the  recommendations  of  the  appropriate 


87 


Health  Systems  Agency  and  the  State  Hospital  Review  and  planning 
Council.  In  approving  an  application,  the  number  of  patients  for 
which  a  program  may  provide  care  must  be  specified. 

A  detailed  application  is  first  submitted  to  the  Commissioner, 
who  forwards  it  to  the  appropriate  HSA  and  the  State  Council.  The 
application  must  include  a  description  of  the  need  for  the  proposed 
program,  the  geographical  area  to  be  covered,  the  estimated  number 
of  patients,  and  projected  common  diagnoses  of  the  caseload. 
Policies  for  admission  and  discharge  of  patients  from  the  program 
must  also  be  described.  Additional  information  required  includes 
the  relationship  of  the  proposed  program  to  the  organizational 
structure  of  the  parent  facility;  arrangements  for  coordination  of 
services  with  other  providers;  arrangements  to  ensure  the 
availability  of  24  hours  per  day,  7  days  per  week  professional 
assistance;  arrangements  for  provision  of  emergency  care; 
availability  of  additional  community  support;  anticipated  staffing 
requirements;  mechanisms  to  assure  the  provision  of  quality  care; 
long  range  operational  plans;  available  financial  resources  and  the 
general  financial  stability  of  the  applicant;  and  the  adequacy  of 
procedures  for  patient  identification  and  entry  into  the  program. 

A  provider  of  "nursing  home  without  walls"  care  must  make 
available,  either  directly  or  through  contract  arrangements,  the 
following  sevices:  nursing;  home  health  aides;  physical, 
occupational,  respiratory,  and  speech  therapy;  audiology;  medical 
social  work;  nutritional  services;  personal  care,  homemaker  and 
housekeeper  services;  and  medical  supplies,  equipment  and 
appliances.  Nursing,  home  health  aide,  personal  care,  and 
homemaker  services  must  be  available  24  hours  per  day,  7  days  per 
week. 

The  "nursing  home  without  walls"  program  is  to  be  a  distinct 
part  of  an  agency  or  facility  with  a  full  time  director.  Each 
provider  must  have  a  physician  advisory  committee  with  the 
responsibility  of  developing  and  approving  standard  medical 
regimens  and  policies.  A  professional  advisory  committee, 
comprised  of  the  agency  administrator,  a  practicing  physician,  a 
representative  of  the  community,  a  consumer  representative,  and  a 
representative  of  the  nursing  and  other  professional  staffs,  is  to 
be  responsible  for  reviewing  policies  on  the  delivery  of  care; 
developing  agreements  with  other  facilities  in  the  area  for  the 
acceptance  of  patients  referred  for  long  term  home  health  care; 
reviewing  the  quality  of  services;  and  advising  the  program  on  any 
needed  or  unneeded  services. 
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FINANCING  MECHANISM 


Payment  for  "nursing  home  without  walls"  care  will  be  made 
under  the  Medicaid  program.  A  county  social  services  department 
will  develop  an  individualized  monthly  budget  to  pay  for  the 
services  deemed  necessary  for  each  patient.  The  monthly  budget  is 
limited  to  75%  of  the  average  monthly  SNF  or  HRF  rate,  as 
appropriate  for  the  level  of  care  required  by  the  patient,  in  the 
county  in  which  he  resides.  If  the  patient  does  not  use  the  total 
amount  available  to  him,  the  balance  accrues  to  him  as  a  "paper 
credit"  and  can  be  used  at  a  later  date  to  provide  additional  care 
if  required. 

For  example,  if  the  average  skilled  nursing  facility  rate  in  a 
county  is  $1,200  per  month,  up  to  $900  per  month  is  available  for  a 
"nursing  home  without  walls"  patient.  If  the  patient  requires 
health  services  costing  $600,  the  $300  balance  accrues  to  his 
account,  and  can  be  used  at  a  later  date  if  the  patient's  needs 
become  more  costly. 


The  State  Department  of  Social  Services,  in  an  administrative 
letter  to  the  counties,  has  indicated  flexibility  so  that  if  a 
patient's  costs  exceed  his  allocation  for  a  temporary  period,  the 
patient  may  remain  in  the  program.  The  county  department  of  social 
services  will  review  the  budget  monthly. 

Currently,  Medicaid  reimbursement  for  home  health  care  is 
available  only  for  nursing  and  home  health  aide  services, 
occupational,  speech  and  physical  therapy,  and  medical  supplies  and 
equipment.  The  U.S.  Department  of  Health,  Education  and  Welfare  has 
approved  a  demonstration  project  which  permits  the  use  of  Medicaid 
funds  to  pay  for  a  broader  range  of  services  under  the  "nursing 
home  without  walls"  program.  These  additional  services  include 
respiratory  therapy;  psychological  counseling;  nutrition  services; 
structural  improvements;  respite  care;  and  home  maintenance 
services.  Often  the  availability  of  these  additional  services  is 
key  in  preventing  premature  institutionalization  of  the  elderly. 

SELECTION  AND  MANAGEMENT  OF  PATIENTS 

Medicaid  eligible  persons  who  have  been  assessed  as  needing 
care  normally  provided  in  either  a  skilled  nursing  facility  or  a 
health  related  facility  are  eligible  to  receive  "nursing  home 
without  walls"  care.  This  care  may  be  provided  in  the  person's  own 
home  or  in  the  home  of  a  responsible  relative  or  other  responsible 
adult . 
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To    be  accepted  into  the     "nursing  home  without  walls"  program 
the  following  steps  will  be  taken: 


1.  The  client,  or  someone  on  his  behalf,  indicates  that  he 
believes  SNF  or  HRF  care  is  needed. 

2.  A  medical  assessment  in  either  the  person's  home  or  in  a 
facility  in  which  the  person  is  a  patient  must  be 
completed  . 

3.  If  the  client  is  assessed  as  needing  either  skilled 
nursing  or  health  related  care,  and  a  long  term  home 
health  care  program  exists  in  the  county  in  which  he 
resides,  the  local  social  services  department  must  inform 
him  of  its  availability. 

4.  The  patient,  or  his  representative,  must  indicate  whether 
he  is  interested  in  receiving  care  at  home. 

5.  If  the  patient  desires  "nursing  home  without  walls"  care, 
and  if  his  physician  has  indicated  that  home  care  can 
appropriately  meet  his  needs,  a  comprehensive  home 
assessment  will  be  performed.  The  appropriateness  of  the 
home  environment  in  relation  to  care  the  patient  requires 
would  be  determined  as  well  as  the  feasibility  of 
delivering  that  care  at  home.  This  assessment  forms  the 
basis  for  a  plan  of  care  tailor  made  to  the  individual 
patient's  needs.  The  assessment  team  includes  the 
patient's  physician,  the  provider  of  "nursing  home 
without  walls"  care,  and  the  county  social  services 
department.  If  the  patient  is  referred  from  a  hospital 
or  nursing  home,  the  facility's  discharge  planner  also 
participates.  If  the  physician  determines  that  the 
patient's  health  and  safety  needs  cannot  be  met  at  home, 
the  patient  would  be  deemed  inappropriate  for  "nursing 
home  without  walls"  care. 

6.  A  coordinated  plan  of  care  is  developed  through  the 
cooperation  of  the  assessment  team. 

7.  The  physician  must  give  final  approval  to  the  plan  of 
care,  specifying  kinds  and  amount  of  services  required. 
The  plan  is  then  submitted  to  the  county  social  services 
department  for  a  budget  review  to  determine  whether  the 
total  cost  of  the  program  is  less  than  75%  of  the  monthly 
average  SNF  or  HRF  rate,  as  appropriate. 

8.  The  provision  of  care  begins. 
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Both  the  long  term  home  health  care  provider  and  the  local 
department  of  social  services  will  play  important  roles  in  managing 
each  case.  The  local  social  services  department  will  provide  case 
management  services,  including  determining  Medicaid  eligibility; 
participating  in  the  comprehensive  assessment;  preparing  the 
monthly  budget,  including  maintenance  of  the  "paper  credit"; 
arranging  for  the  delivery  of  supportive  services  required  in  the 
plan  of  care;  and  arranging  for  the  continuation  of  services, 
provision  of  additional  services,  or  provision  of  alternative 
services  if  necessary. 


The  long  term  home  health  care  provider  will  have 
responsibility  for  cooperating  with  the  assessment,  particularly 
from  a  medical,  nursing  and  rehabilitative  focus;  development  of 
the  plan  of  care;  implementation  and  evaluation  of  the  plan  of 
health  care;  assuring  that  medical  orders  are  followed;  and 
supervision  of  health  services. 


The  comprehensive  assessment  will  be  repeated  at  4-month 
intervals,  or  more  often  if  the  patient's  needs  require.  The 
reassessment  is  to  include  a  total  reevaluation  of  the  current 
medical,  social,  environmental  and  rehabilitative  needs  of  the 
patient . 

The  same  law  also  establishes  a  State  Council  on  Home  Care 
Services  to  advise  the  governor  and  the  Commissioners  of  those 
departments  involved  with  the  welfare  of  the  elderly  as  well  as  the 
social  and  physical  needs  of  our  citizens.  This  Council,  which 
will  meet  at  least  quarterly,  will  concern  itself  with  the  review 
and  coordination  of  efforts  regarding  the  development  of  home  care 
services  and  is  to  make  appropriate  recommendations  to  the  governor 
and  the  legislature.  The  governor  may  also  prescribe  other 
functions  for  the  25  member  Council  which  serves  on  a  voluntary 
basis.  Members  include  commissioners  of  relevant  State 
departments,  the  chairman  of  the  State  Hospital  Review  and  Planning 
Council,  plus  17  members  who  are  deliverers  of  home  care  service 
and  representatives  of  the  public,  appointed  by  the  governor  with 
the  consent  of  the  Senate.  Each  health  systems  area  must  be 
represented . 


The  Commissioner  of  Health  is  authorized  to  inspect  certified 
home  health  agencies  and  providers  of  long  term  home  health  care 
programs  with  respect  to  equipment,  personnel,  standards  of  service 
and  care,  accounts  and  financial  resources.  In  addition,  any 
organization  which  provides  or  makes  available  home  care  services 
must  annually  submit  a  description  of  its  operation  to  the 
Commissioner.  This  will  be  public  information  so  that  all  citizens 
may  be  aware  of  available  services. 


91 


At  the  end  of  1978,  2  hospitals,  2  nursing  homes  and  9 
certified  home  health  agencies  had  been  authorized  to  provide 
"nursing  home  without  walls"  care.  The  Department  of  Health  has 
received  applications  for  authorization  from  an  additional  13 
agencies  and  facilities. 

The  Department  of  Social  Services  has  estimated  that  in  its 
first  year  of  operation,  the  "nursing  home  without  walls"  program 
would  result  in  savings  of  $11.8  million  over  what  would  have  to 
be  spent  to  care  for  the  same  patients  in  residential  health  care 
facilities.  These  estimates  are  based  on  a  projection  of  2,000 
"nursing  home  without  walls"  patients  by  March  31,  1979. 

The  Departments  of  Health  and  Social  Services,  as  well  as  the 
appropriate  legislative  committees,  will  carefully  monitor  the 
implementation  of  this  law  to  assure  that  appropriate  quality  care 
is  delivered  through  this  new  program  which  is  the  first  of  its 
kind  in  the  nation. 
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MEDICAID  MANAGEMENT  AND  ADMINISTRATION 
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Don  Nicholson 
Director,  Office  of 
Program  Integrity 
HCFA 


CONTROLLING  MEDICAID 
FRAUD  &  ABUSE 


The  Office  of  Program  Integrity  at  HEW  has  the  same  concern  as 
State  legislators.  You  want  to  be  sure  that  the  taxpayers  in  your 
State  are  getting  the  greatest  value  for  their  health  tax  dollar. 
You  want  to  be  certain  that  those  dollars  are  tightly  controlled 
and  paid  only  as  appropriate  for  medical  services  truly  required 
and  actually  rendered.  As  a  part  of  your  overall  responsibility, 
you  want  to  be  especially  certain  that  your  State's  Medicaid 
program  is  being  managed  and  operated  in  a  way  to  keep  fraud  and 
abuse  to  a  minimum. 

Since  our  concerns  and  objectives  are  mutual,  I  am  happy  to 
share  with  you  some  of  my  thoughts  on  Medicaid  fraud  and  abuse, 
and  attempts  to  control  it. 

By  creating  the  Office  of  Program  Integrity  within  the  Health 
Care  Financing  Administration,  the  Department  recognized  Medicare 
and  Medicaid  as  sister  programs  that  could  benefit  from  common 
approaches  in  management  and  administration.  Our  office  has 
responsibility  in  both  Medicare  and  Medicaid.  We  combined  the 
former  Medicaid  Fraud  and  Abuse  staff  with  the  former  Medicare 
Program  Review  staff.  Our  combined  forces  total  approximately  350 
people,  with  about  250  of  those  in  the  Regions.  The  Central  Office 
provides  support  to  the  Regions  with  training  legislative  research 
and  development  activities.  We  also  have  an  oversight  role  to 
insure  that  the  regions  conform  to  established  policies  and  are 
consistent  in  their  program  responsibilities. 

The  Regional  Offices  have  two  major  functions  which  we  have 
defined  as  management  review  and  case  development. 

The  case  development  staffs  are  responsible  for  handling 
specific  cases  of  reported  or  detected  fraud  or  abuse.  In 
conducting  their  reviews  and  investigations,  case  development  staff 
work  closely  with  another  Regional  staff,  the  Office  of 
Investigation,  which  is  under  the  direction  of  the  HEW  Inspector 
General,  Tom  Morris.  The  01  staffs  are  responsible  for  all 
criminal  investigations  and  those  cases  involving  criminal  fraud 
have  01  guidance. 

The  management  review  staffs  in  the  Regional  offices  oversee 
Medicaid  State  agencies  and  Medicare  contractors  to  ensure  that 
they  fulfill  responsibilities  regarding  a  total  system  of  fraud  and 
abuse  control.     In  addition,  they  are  responsible  for  coordination, 
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training  and  technical  assistance  that  is  critical  to  a  successful 
program  integrity  effort.  In  performing  these  functions,  the 
regional  management  review  staffs  relate  closely  to  the  Medicare 
and  Medicaid  program  agencies. 

Although  Medicare  has  had  fraud  and  ahuse  controls  dating  back 
to  1968,  the  Medicaid  program  at  the  Federal  level  established  the 
Division  of  Fraud  and  Abuse  Control  in  1976. 

What  follows  is  an  indication  of  our  level  of  activity  so  far: 

General 

—  State  abuse  reviews  -  7  States 

—  State  assessments  -  47  States 

—  Model  State  legislation 
Prosecutors  handbook 

Medicaid 

—  Investigators  guide 

—  Institutional  review  guide  -  nursing  homes  and  hospitals 

—  Review  guide  for  physicians,  pharmacies,  laboratories 
Project  Integrity 

—  30,000  cases  of  fraud  and  abuse  investigated 

—  Nearly  $35  million  in  overpayments  recovered 
Medicare 

—  350  cases  referred  for  prosecution 

—  250  prosecutions 

—  50  cases  pending  trial 

—  Annual  reviews  of  Medicare  contractors 

Now,  where  do  we  plan  to  go?  What  are  our  priorities  and, 
specifically,  how  can  our  priorities  be  dovetailed  to  yours  to 
ensure  that  we  are  working  cooperatively? 
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The  most  important  thing  I  need  to  mention  is  HR-3 .  Ultimate 
passage  of  this  legislation  now  appears  to  be  a  certainty. (HR-3  was 
signed  into  law  on  October  25,  1977,  becoming  PL  95-142. Ed.)  In  my 
opinion,  the  most  important  provision  of  that  legislation  regarding 
Medicaid  fraud  and  abuse  control  is  the  one  providing  90  percent 
Federal  match  of  States'  Medicaid  investigation  and  prosecution. 
The  conference  report  on  this  provision  and  all  of  HR-3  was  printed 
in  the  Congressional  Record  and  we  have  been  drafting  the 
regulations  necessary  for  implementation.  Briefly  the  provision 
allows  the  higher  matching  funds  for  program  units  exclusively 
devoted  to  Medicaid  fraud  investigations  and  prosecution.  The 
Secretary  will  have  to  measure  the  State's  organizational  structure 
against  established  standards  to  determine  eligibility  for  the 
funds  that  will  be  awarded  for  three  years.  The  unit  must  be 
separate  from  the  State  agency  administering  the  Medicaid  program 
and  have  Statewide  prosecutorial  authority. 

This  provision  will  encourage  the  States  to  focus  specifically 
on  problems  of  Medicaid  fraud  and  to  provide  expanded  resources  for 
doing  so.  We  are  working  now  to  establish  the  standards  that 
States  will  have  to  meet  to  be  eligible  for  the  additional  monies. 

There  are  many  more  provisions  of  HR-3  designed  to  strengthen 
Medicare/Medicaid  fraud  and  abuse  efforts  which  you  will  be  hearing 
about  in  greater  detail.     They  include: 

—  Increasing  the  penalty  for  Medicare  fraud, 

—  Terminating     any  provider  convicted  of  Medicare  or  Medicaid 
fraud,  and 

Requiring  disclosures  of  more  than  5  percent  ownership  in 
nursing  homes. 

Another  priority  we  have  is  to  improve  our  capability  and  that 
of  the  States  in  the  area  of  institutional  fraud  and  abuse 
detection  and  investigation. 

To  develop  effective  post  payment  review  systems,  States  will 
have  to  establish  parameters  that  will  allow  for  effective 
identification  of  providers  with  "out-of-line"  billing  practices. 
An  eventual  combining  of  Medicare  and  Medicaid  data  bases  would 
permit  a  complete  display  of  a  provider's  billing  pattern  under 
both  programs.  Efforts  to  provide  publicity  to  increase  public 
awareness  and  provider  appreciation  of  the  problems  of  fraud  and 
abuse  are  also  essential. 


There    must  be  an  improvement  in  the  conduct  of  the  investiga- 
tions.    Investigator  training  should  use  expertise  developed  during 
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years  of  Medicare  experience.  Justice  Department  and  State  and 
local  prosecutors  should  be  involved  in  training  the  investigators. 


In  addition,  States  will  have  to  improve  their  capacity  to 
sanction  providers  who  abuse  the  program,  but  who  are  not  guilty  of 
fraud.  Involving  Professional  Standards  Review  Organizations 
(PSROs)  and  sending  warning  letters  should  be  a  first  step,  with 
recovery  of  funds  and  suspension  used  when  necessary. 


Finally,  States  will  have  to  use  their  data  better,  looking  for 
trends  of  patterns  of  abuse  or  over-utilization  by  service  type. 
Medicaid  Management  Information  Systems  will  be  increasingly 
important  in  control  of  fraud  and  abuse. 

Let  me  summarize  by  saying  that  I  believe  there  are  basically 
seven  elements  necessary  to  a  good  fraud  and  abuse  control  system. 

1.  Prepayment  Central  System 

The  claim  that  shouldn't  be  paid  should  be  detected 
before  it  ever  runs  through  the  system. 

2.  Post  Payment  Central 

States  must  be  able  to  examine  after  the  fact  what 
providers  have  received  as  payment  for  services  rendered. 
Furthermore,  some  basis  should  be  established  to  compare 
specific  providers  against  a  norm. 


3.       A  Good  Beneficiary  Feedback  System 


When  a  recipient  feels  there  is  a  problem  with  services 
paid  by  Medicaid,  the  system  should  be  able  to  respond. 


4.       Analysis  of  Complaints  and  Profiles 


Whatever  the  feedback  from  recipient  or  profile,  someone 
has  to  have  authority  to  decide  whether  there  is  a 
legitimate  problem  that  deserves  review  and 
investigation. 

5.       Investigative  Capacity 

Someone  must  be  assigned  the  leg  work  for  a  Medicaid 
records  review,  a  beneficiary  interview,  a  cost  report 
analysis,  or  whatever  the  situation  requires. 
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6. 


Process  for  Final  Adjudication 


Regardless  of  the  quality  of  the  detection  or 
investigation  system,  unless  there  are  procedures  to  fit 
the  penalty  to  the  crime  little  has  been  obtained. 

7.      Statutory  Base  for  Prosecution 

This  is  related  closely  to  the  final  adjudication 
process,  but  deserves  special  mention  because  the  State 
law  must  recognize  that  taxpayer  dollars  fraudulently 
claimed  deserve  a  courtroom  remedy. 

If  all  seven  of  these  elements  are  working  in  your  State,  I 
expect  you  have  a  pretty  good  system  of  fraud  and  abuse  control. 
In  terms  of  the  level  of  total  resources  contributed  to  this 
activity,  State  officials  must  consider  the  costs  and  the  benefits 
and  should  demand  indicators  of  performance.  What  was  the  rate  of 
convictions?  How  did  identified  providers  change  their  pattern  of 
practice? 

At  the  Federal  level,  we're  going  to  be  interested  in  the  same 
things  —  especially  if  we  fund  at  90  percent. 
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A  good  starting  point  for  addressing  the  issue  of  how  to 
improve  Medicaid  management  is  to  define  the  principal  purpose  or 
mission  of  Medicaid.  To  me,  that  translates  into  a  simple 
statement:  the  purpose  of  Medicaid  is  to  provide  quality  health 
care  to  the  poor  citizens  of  this  country  at  an  affordable  price. 
Using  that  as  a  reference  point,  we  can  take  a  quick  look  at  what 
Medicaid  has  done  because,  while  it  is  a  problem-ridden  program,  it 
is  also  a  program  that  can  point  to  some  real  achievements. 

Medicaid  today  covers  about  23  million  American  citizens  with 
a  relatively  comprehensive  set  of  health  care  benefits,  free  of 
cost.  It  involves  about  half  of  the  17,000  convalescent  facilities 
in  the  country,  half  of  the  7,000  hospitals  in  the  country,  about 
70  percent  of  the  pharmacies,  and  about  40  percent  of  the  250,000 
practicing  physicians. 

Thus,  Medicaid  means  a  lot  to  its  beneficiaries  and  to  the 
provider  community.  Next  year  HEW  estimates  that  the  program  will 
cost  about  $20  billion  in  Federal  and  State  funds.  That  breaks 
down  to  about  $60  million  a  day  paid  out  through  the  Medicaid 
program.  Ouite  simply,  it  is  a  huge  and  vital  program.  In 
perspective,  Medicaid  is  as  big  as  the  two  biggest  corporations  in 
our  country,  General  Motors  and  ITT. 

What  are  some  of  the  major  achievements  of  the  Medicaid 
program?  While  we  cannot  attribute  these  results  entirely  to  it, 
Medicaid  has  certainly  played  a  key  role  in  bringing  them  about. 
Several  indicators  of  the  positive  results  are  the  following: 
infant  mortality  rates  among  the  poor  have  dropped  about  50  percent 
over  tbe  last  5  to  10  years,  from  about  75  cases  per  1,000  to  about 
35  today.  Physician  visits,  another  indicator,  at  least  of  health 
access,  which  used  to  be  way  below  for  the  poor  compared  with  the 
middle  class,  are  up  about  40  percent,  from  about  2.5  per  year  per 
poor  person  several  years  back  to  about  3.7  per  year  today.  In 
fact  3.7  is  a  little  bit  above  what  the  average  number  of  visits 
for  the  middle  class  individual  is  today.  This  is  even  raising  some 
concerns  about  whether  there  may  be  too  many  physician  visits  among 
the  poor  today. 

Alongside  the  positive  benefits  of  the  program,  there  clearly 
are     some    very    severe  problems.     The  first     is  obviously  the  very 
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rapid  growth  in  the  program  and  its  expenditures.  Medicaid  is 
costing  about  $18  billion  today,  and  is  expected  to  cost  about  $20 
billion  next  year,  and  $25  billion  by  1982.  That  represents  a  rate 
of  increase  of  more  than  a  billion  dollars  per  year!  Next  to  that 
escalating  growth  curve,  the  second  problem  is  both  the  perception 
and  the  reality  of  extensive  waste,  fraud,  and  abuse.  HEW 
calculated  that  for  last  year,  FY  1977,  when  the  program  was  around 
$16  billion  in  total  expenditures,  the  amount  of  wastage  totalled 
about  $2  billion  per  year,  over  12  percent  of  the  program. 
Included  in  that  $2  billion  are  three  sources  of  wasted,  lost,  and 
inappropriately  spent  Medicaid  dollars:  first,  payments  of  about 
$1.2  billion  for  ineligibles;  second,  $600  million  lost  through 
unrecovered  third  party  liability,  where  Medicaid  recipients  have 
other  health  insurance  that  by  law  is  required  to  pay  their  medical 
expenses  before  Medicaid  pays  anything;  and  last,  $200  million  in 
claims  processing  errors  where  Medicaid  is  paying  a  service  that  is 
not  authorized  in  a  particular  State,  or  to  a  provider  that  is  not 
certified,  or  at  a  fee  level  above  the  permissible  fee  schedule  in 
the  State.  Two  billion  dollars  is  a  pretty  hefty  loss  factor  in  a 
program  of  this  size.  And  it  clearly  is  due  to  the  third  major 
problem  —  the  lack  of  adequate  management  controls  in  the  program. 
It's  always  astonishing  to  me,  to  see  a  program  of  this  size,  as 
big  as  General  Motors  or  ITT,  and  to  compare  the  kinds  of 
information  management  and  administrative  control  systems  that 
these  corporations  have  with  what  we  have  in  Medicaid;  it's  like 
night  and  day.  The  Medicaid  Management  Information  System  (MMIS) 
is  one  major  step  to  bringing  Medicaid  into  the  world  of  20th 
century  management.  The  last  problem  is  public  dissatisfaction. 
Given  all  of  the  previous  three  problems,  great  expense,  waste  — 
the  actuality  and  perception  of  it  —  and  ineffective  management, 
it's  no  surprise  that  extensive  dissatisfactions  exists  among  the 
taxpaying  public  and  also  among  the  beneficiaries.  So  given  this 
background,  what  can  be  done  about  addressing  some  of  these 
problems? 


The     first     thing     that  nee 
program     is    managed     in     a  dual 
Federal     government     being  one 
various     capacities    —     both  ex 
branches  —  the  other  partner  in 


ds  to  be  recognized  is  that  the 
partnership  kind  of  mode  with  the 
partner  and  the  States  in  their 
ecutive  branches  and  legislative 
the  program. 


My  thoughts  on  what  the  Federal  government's  role  in  the 
management  of  the  program  ought  to  be  are  as  follows:  First,  the 
Federal  government  can  make  a  serious  and  concerted  effort,  and 
this  is  underway,  to  try  to  simplify  the  rules  under  which  the 
Medicaid  program  is  run  and  is  required  to  be  run  by  States. 
Second,  the  Federal  government  can  encourage  management 
improvements  like  the  MMIS  and  the  revised  Medicaid  Ouality  Control 
(MOC)  program.  Third,  they  can  set  performance  standards  against 
which    we  can  measure  the  adequacy  of  Medicaid  program  performance, 
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and  HEW  has  a  significant  effort  underway  on  that  front.  Fourth, 
they  can  enforce  accountability.  Again  we  have  not,  from  the 
Federal  perspective,  held  State  Medicaid  programs  to  any  sort  of 
accountability  test  partly  because  of  the  absence  of  performance 
standards.  But  I  think  we  are  moving  toward  that  objective.  And 
fifth  and  last,  they  can  stay  out  of  the  States'  hair  because  the 
Federal  government  does  not  manage  the  program  on  a  day-to-day 
basis.  State  agencies  are  responsible  for  day-to-day  operations 
and  I  think  we  can  do  them  a  great  service  by  recognizing  that  they 
are  capable  of  managing  the  program.  They  are  closer  and  more 
aware  of  what  the  problems  are  and  how  to  deal  with  them.  We  can 
help  them  but  we  should  not  get  in  their  way  when  they  choose  a 
particular  approach  —  which  may  not  be  the  Federal  approach  —  to 
getting  agreed  upon  results. 

What  then  can  State  officials  do  to  manage  the  program  and  to 
make  necessary  improvements?  There  are  three  general  things  that 
ought  to  be  considered.  First,  at  the  State  level  there  needs  to 
be  developed  a  consensus  between  the  executive  and  the  legislative 
branch  about  what  the  goals  and  objectives  of  the  Medicaid  program 
should  be  in  that  State.  If  nothing  else,  some  common 
understanding  of  what  the  Medicaid  program  should  be  trying  to 
achieve  in  that  State  should  be  obtained.  That  is  difficult  to  do 
but  it  is  an  area  that  is  worth  spending  some  effort  on.  Second, 
the  State  should  introduce  modern  management  techniques,  of  which 
MMIS  and  MQC  are  the  most  significant  and  readily  available,  into 
the  administration  of  the  program.  And  third,  State  officials  can 
encourage  learning  from  other  States,  both  at  the  executive  branch 
and  at  the  legislative  branch.  States  have  been  very  creative  on 
an  individual  basis  in  coming  up  with  unique  and  very  effective 
ways  of  dealing  with  various  aspects  of  Medicaid  program 
administration. 

What  can  State  legislators  do  specifically  to  help  improve  the 
management  of  Medicaid?  State  legislators  generally  play  a  dual 
role  vis-a-vis  the  Medicaid  program  in  their  States.  Using  an 
analogy  from  private  industry,  the  State  legislature  carries  out 
the  dual  role  of  being  a  board  of  directors  to  the  Medicaid  program 
and  a  banker  to  that  program.  In  its  board  of  director's  role,  the 
State  legislature  sets  the  broad  policies  under  which  the  Medicaid 
program  will  operate  in  that  State,  and  also  defines  the  scope  of 
the  program,  generally  by  establishing  who  is  eligible  for  what 
services.  In  its  second  capacity,  the  State  legislature  provides 
the  funds  to  operate  the  program.  In  this  role,  the  State 
legislature  is  making  an  investment  decision  about  how  to  use 
public  funds.  Using  public  funds  for  the  Medicaid  program 
obviously  precludes  their  use  for  other  purposes.  Tbere  is  a  cost 
opportunity  involved;  therefore,  State  legislatures  should  have 
available  to  them  information  that  is  normally  required  to  make  a 
good  investment  decision. 
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In  broad  terms,  then,  a  State  legislature's  role  can  be 
described  as  the  Medicaid  program's  banker  and  board  of  directors. 
But  also  there  are  more  specific  tasks  that  State  legislators  can 
focus  on.  To  begin  with,  legislators  should  really  take  an  attitude 
of  hard-  nosed  oversight  with  the  program.  They  should  insist  on 
performance  accountability  of  their  State  Medicaid  program  and  they 
should  provide  support  for  management  improvement  in  the  program. 
That  support  should  take  several  forms.  The  first  is  to  help 
resolve  the  numerous  policy  problems  that  make  effective  management 
difficult.  There  are  policies  presently  in  existence  that  simply 
preclude  or  are  a  deterrent  to  good  efficient  management. 
Moreover,  State  legislators  ought  to  be  receptive  to  changing  those 
policies  when  they  are  made  aware  of  the  problems.  Second,  they 
must  be  willing  to  provide  the  resources  needed  for  better 
management.  A  lot  of  State  Medicaid  programs  are  under-managed 
because  they  simply  do  not  have  the  resources  —  both  dollars  and 
people  —  required  to  do  a  good  job.  And  a  third  task  that  can  be 
done  in  terms  of  supporting  management  improvement  lies  in 
addressing  the  public  image  and  perception  of  the  program. 
Often-times,  pointing  out  in  a  glaring  fashion  the  deficiencies  of 
the  program  can  interfere  with  making  improvements.  Some  care  and 
more  judicious  use  of  washing  all  the  dirty  linen  in  the  mass  media 
need  to  be  taken.  These  are  the  kinds  of  emphases  that  I  think  a 
State  legislature  could  take  in  improving  the  Medicaid  program. 

Let  me  get  a  little  bit  more  specific  on  what  I  think  might  be 
an  additional  useful  tool  besides  the  Medicaid  Management 
Information  System  and  the  revised  Medicaid  Ouality  Control  system 
that  would  help  State  legislators  carry  out  their  responsibilities. 
One  of  the  things  I  mentioned  is  that  in  appropriating  dollars  for 
the  Medicaid  program  a  State  legislature  is  making  an  investment 
decision  on  how  to  use  public  funds.  In  order  to  do  that  wisely, 
basic  information  is  needed  on  the  Medicaid  program  —  information 
which  is  not  available.  One  way  to  make  it  available  is  to  require 
each  State  Medicaid  program  to  provide  to  the  legislature  an  annual 
report  on  the  status  of  the  Medicaid  program.  Not  a  100  page 
document,  or  even  a  50  page  document.  Rather  the  kind  of  document 
that  private  corporations  prepare  for  their  stockholders,  for  their 
investment  advisers,  and  for  their  bankers,  that  informs  them  as  to 
what  is  happening  in  that  particular  enterprise.  Such  an  annual 
report  should  focus  on  three  areas  of  a  State's  Medicaid  program. 
First  there  should  be  information  on  the  status  of  the  program: 
what  is  its  total  cost,  how  much  of  that  total  cost  goes  toward 
beneficiary  payments,  bow  much  toward  aministrative  costs,  and  what 
are  the  changes  and  trends  over  the  years.  The  next  part  of  the 
status  area  in  this  annual  report  is  who  are  the  beneficiaries,  how 
many  are  there,  how  many  elderly,  how  many  AFDC  recipients,  and 
again  the  changes  over  the  years.  The  second  area  of  this  annual 
report  is  information  on  the  administrative  efficiency  of  the 
program. 
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The  following  are  examples  of  indicators  of  administrative 
efficiency.  What  is  the  ratio  of  administrative  costs  to  program 
dollars?  How  much  is  being  spent  on  administering  the  program 
versus  how  much  is  being  paid  out  for  medical  costs?  Another  kind 
of  indicator  -  what  does  it  cost  to  process  a  claim?  Presently, 
Michigan  has  the  lowest  claims  processing  costs  in  the  country.  It 
might  be  interesting  to  see  where  your  individual  State  is  on  that 
kind  of  measure  and  perhaps  if  it  is  on  the  high  side,  question 
why . 

Another  is  the  claim  turnaround  time;  how  much  time  on  the 
average  does  it  take  to  pay  claims?  That  is  very  key,  obviously, 
to  positive  provider  relations.  The  longer  one  takes  to  pay 
claims,  the  worse  those  relations.  A  fourth  possible  area,  in 
terms  of  administrative  efficiency,  is  staff  turnover,  which, 
particularly  in  the  public  welfare  programs,  is  a  major  source  of 
significant  problems.  With  a  high  staff  turnover,  it  is  difficult 
to  build  the  kind  of  staff  continuity  and  quality  that  an 
enterprise  the  size  of  Medicaid  requires  to  be  effectively  managed. 

The  third  area  that  needs  to  be  addressed  in  this  annual 
report  is  program  performance.  How  well  has  the  program  performed? 
One  suggested  indicator  of  program  performance  is  the  level  of 
erroneous  payments  in  the  Medicaid  program.  Every  State  is  now 
operating  the  new  Medicaid  Quality  Control  system  that  provides  the 
following  routine  month-to-month  information:  the  percent  of  total 
payments  that  are  made  correctly,  the  percent  made  incorrectly,  the 
amount  paid  for  ineligibles,  the  amount  lost  through  unrecovered 
third  party  liability,  and  the  amount  lost  through  claims 
processing  errors.  (A  more  detailed  description  of  the  new  Medicaid 
Quality  Control  (MOC)  System  is  contained  in  the  Appendix.)  The 
second  indicator  in  this  program  performance  area  is  the  ratio  of 
recoveries  to  total  erroneous  payments. 

The  last  area  that  ought  to  be  included  in  the  program 
performance  portion  of  the  report  is  something  that  gets  at  the 
question  of  equity  for  the  beneficiary  of  Medicaid:  how  much  time 
does  it  take  on  the  average  to  process  a  Medicaid  application?  In 
some  States,  it  takes  5  to  10  days  and  in  others,  it  takes  months. 
How  long  does  an  applicant  who  applies  for  Medicaid  have  to  wait 
before  a  decision  is  made  as  to  whether  he  or  she  qualifies? 
Another  equity  indicator  of  how  well  the  beneficiary  of  this 
program  is  being  treated  -  what  is  the  ratio  of  fair  hearing 
requests  versus  total  applications?  If  a  lot  of  applicants  are 
being  Improperly  turned  away  from  the  Medicaid  program  for  which 
they  qualify,  this  will  show  up  in  fair  hearings  requests. 
Monitoring  that  kind  of  indicator  over  time  provides  a  good  idea  of 
what  is  happening.  Another  part  of  the  quality  control  system  that 
can  be  used  to  get  at  the  question  of  beneficiary  equity  is  the 
negative     case  action  component  which    measures  the  level  of  errors 
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where  the  State  has  improperly  terminated  or  denied  an  applicant. 
Again,  a  focus  on  this  will  provide  a  good  indication  of  equity,  or 
how  many  people  are  improperly  denied  access  to  Medicaid  when  they 
actually  qualify  for  it. 

These  are  some  of  the  kinds  of  information  that  should  be 
organized  in  an  annual  report  that  covers  these  three  areas  -  what 
is  the  status  of  the  program,  what  is  its  administrative 
efficiency,  and  what  is  its  program  performance.  Through  such  a 
report,  useful  information  would  be  provided  to  State  legislators 
by  which  they  can  make  sound  decisions  on  the  adequacy  of  the 
administration  of  the  program,  the  effectiveness  of  management,  and 
the  need  for  further  investment  in  the  program  in  order  to  improve 
either  the  management  or  the  benefits  side.  Such  a  document  will 
also  begin  to  provide  the  basis  for  dispelling  some  of  the 
erroneous  perceptions  about  how  well  or  how  poorly  this  program  is 
managed.  Having  such  a  report  on  a  routine  basis  can  dispel  any 
false  myths  about  the  program  and  also  point  out  any  real  problems. 
As  it  is  for  private  companies,  an  annual  report  could  be  a 
valuable  addition  to  the  tools  needed  to  improve  the  management  of 
Medicaid . 
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Dr.  Paul  Allen 
Deputy  Director 
Michigan  Department  of 
Social  Services 


IMPROVING  MEDICAID  MANAGEMENT: 
THE  MICHIGAN  EXPERIENCE 


The  Michigan  Department  of  Social  Services  is  responsible  for 
the  administration  of  a  number  of  programs  providing  services  to 
the  needy  population  of  Michigan  which  fall  into  three  broad 
categories:  financial  and  medical  assistance,  and  social  services. 
Programmatic  and  administrative  responsibility  for  these  programs 
is  vested  in  a  single  agency  since  all  such  programs  provide 
services  to  essentially  the  same  population  of  eligible 
individuals;  e.g.,  those  eligible  for  Aid  to  Families  with 
Dependent  Children  are  also  eligible  for  food  stamps,  medical 
assistance  and  most  services  programs.  As  such,  when  Title  XIX  of 
the  Social  Security  Act,  which  established  the  medical  assistance 
program,  became  effective  in  October,  1966,  the  Department  of 
Social  Services  was  designated  the  agency  responsible  for  its 
management . 

Under  the  provisions  of  Title  XIX,  the  various  States  were 
given  the  opportunity  to  establish,  with  Federal  guidelines, 
programs  providing  for  the  medical  care  of  indigent  populations. 
The  Title  also  provided  for  Federal  financial  participation  in  the 
costs  of  providing  services  and  administering  the  program. 

Michigan's  was  among  the  first  medical  assistance  programs 
established.  The  program,  which  replaced  a  number  of  less 
comprehensive  programs  including  Kerr-Mills  or  medical  assistance 
to  the  aged,  provided  coverage  to  an  expanded  group  of  eligible 
individuals.  From  a  rather  modest  beginning,  providing  benefits 
worth  about  $67  million  to  about  176,000  individuals  in  1967  (the 
first  full  year  of  operation),  the  program  has  grown  to  the  point 
at  which  it  now  pays  nearly  $800  million  annually  to  provide 
benefits  to  about  860,000  persons. 

As  the  program  was  originally  organized  in  Michigan,  a  small 
administrative  and  policy  staff  was  maintained  by  the  Department  of 
Social  Services  with  fiscal  intermediary  functions,  i.e.,  claims 
processing  and  payments,  and  associated  accounting  and  reporting 
functions  performed  by  Michigan  Blue  Cross  and  Blue  Shield  under 
contract  to  the  Department.  Eligibility  determination  was,  and 
continues  to  be,  a  function  of  the  Department's  local  offices. 

As  was  the  case  in  many  other  States,  this  original  program 
was  developed  in  a  very  short  time  and,  as  a  consequence,  it  was 
not     possible     to  thoroughly  plan    detailed  systems  and  procedures. 
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As  a  result,  the  original  system  did  not  provide  adequate 
information  with  which  to  manage  and  control  the  program.  As  such, 
in  late  1969,  the  Michigan  Department  of  Social  Services,  with  the 
support  and  cooperation  of  the  executive  office  and  the 
legislature,  initiated  a  project  to  design  and  implement  an 
improved  medical  assistance  management  program.  Analysis  of  the 
existing  system,  definition  and  documentation  of  requirements  for 
an  improved  system,  and  the  process  of  selecting  a  fiscal 
intermediary  to  perform  claims  processing  functions  were  undertaken 
during  1970.  During  early  1971,  proposals  solicited  from 
prospective  fiscal  agents  were  evaluated  and  compared  for 
selection.  These  evaluations,  in  conjunction  with  changes  in  the 
circumstances  under  which  requests  for  proposals  were  submitted  and 
an  indication  that  substantial  savings  in  administrative  costs 
would  be  realized,  demonstrated  that  it  was  both  feasible  and  cost 
effective  to  assign  the  fiscal  agent  function  to  the  State  of 
Michigan. 


Accordingly,  the  decision  that  the  State  would  act  as  its  own 
fiscal  agent  was  made,  and  the  development  of  a  State  Medicaid 
system,  under  the  direction  of  the  newly  created  Bureau  of  Medical 
Assistance  in  the  Michigan  Department  of  Social  Services,  was 
begun.  Implementa  tion  of  the  program  and  concurrent  phase-out  of 
Michigan  Blue  Cross  and  Blue  Shield,  which  had  been  acting  as 
fiscal  agent  from  the  program's  inception,  began  in  April,  1972  and 
was  completed  with  full  assumption  of  responsibility  by  the  State, 
and  termination  of  Blue  Cross  and  Blue  Shield  in  March,  1973. 

Medical  costs  in  Medicaid  have  grown  faster  than  other  costs 
in  social  services  and  perhaps  in  any  other  area  of  government.  In 
my  opinion,  they  have  grown  in  Michigan  for  three  major  reasons: 
(1)  the  general  inflationary  rise  in  health  care  costs;  (2)  the 
rise  in  case  load  —  a  manifestation  of  the  energy  problem  that 
affected  the  auto  industry;  and  (3)  the  rise  in  utilization.  In 
regard  to  the  utilization  increase,  there  is  an  obvious  propensity 
to  increase  use  of  free  services.  There  is  a  national  trend  to 
require  third  party  insurance  programs  to  pay  the  bills,  a  practice 
that  increases  utilization.  This  is  particularly  true  in  many 
States  where  there  is  no  cap  on  what  you  get  with  the  Medicaid 
card . 


One  of  the  major  problems  is  that  the  marketplace  for  medical 
support  is  different  from  the  free,  capitalistic  marketplace. 
First,  the  availability  of  customers  for  the  Medicaid  program  is 
not  dependent  on  the  amount  of  money  in  the  customers'  pockets. 
Then,  the  pricing  mechanism  is  altogether  different.  The 
philosophy  of  financing  is  also  different.  Federal  control, 
States'  standards  and  criteria,  and  disparity  of  standards  among 
the  States  all  are  involved  in  the  process. 
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Michigan  will  spend  five  percent  of  all  the  Medicaid  dollars 
in  the  United  States  in  FY  1977.  We  will  spend  more  than  $800 
million  this  year  —  half  State  and  half  Federal  funds.  Other 
States  with  other  philosophies  are  spending  less,  but  this  does  not 
necessarily  mean  lower  cost  per  person  in  terms  of  return  for  money 
invested . 


Michigan  has  more  liberal  standards  in  its  benefit  package  and 
fee  schedules.  These  have  to  be  examined  in  relation  to  cost 
containment  by  the  administrator  while  providing  needed  services. 
Within  this  context,  one  must  examine  where  the  money  is  being 
spent.  The  breakdown  is:  36  percent  for  hospitals,  33  percent  for 
long  term  care,  16  percent  for  physicians  and  8  percent  for 
pharmacy  and  labs.  A  total  of  93  percent  of  all  Medicaid  moneys  is 
being  spent  for  these  services. 

Again,  to  contain  costs  you  have  to  examine  where  you're 
spending  your  money.  In  Michigan,  we  have  a  management  information 
system  second  to  none.  We  know  where  the  problems  are,  but  we 
can't  control  the  marketplace.  Some  900,000  people  in  the  State  — 
ten  percent  of  the  population  —  are  on  Medicaid.  We  represent 
approximately  15  to  20  percent  of  the  marketplace  because  we  spend 
considerable  sums  in  nursing  homes  that  the  private  sector  doesn't. 


Therefore,  if  15  percent  of  the  marketplace  is  going  to 
influence  the  other  85  percent,  they  better  communicate  with  those 
involved  in  that  85  percent.  That  would  include  industry,  the 
Blues,  commercial  insurance  firms  —  every  group  paying  the  rest  of 
those  bills.  In  Michigan,  we  have  discussed  several  ideas  that  had 
to  be  discarded  because  we  can't  control  the  marketplace  in  a 
cost-oriented  environment  where,  usually,  there  is  no  financial 
incentive  to  minimize  costs. 


We  must  reorient  our  thinking  toward  establishing  realistic 
limits  in  the  marketplace  in  terms  of  hospital  costs,  co-payment 
mechanisms,  fee  schedules  and  investigations  of  fraud  and  abuse. 
The  latter  is  a  small  aspect  of  the  program,  because  we  do  not 
spend  moneys  in  great  quantity  in  those  areas  where  fraud  and  abuse 
is  most  predominant,  such  as  labs  and  pharmacies. 

The  following  material  describes  various  administrative  and 
management  aspects  of  the  Michigan  Medicaid  program  which  we  feel 
will  have  a  positive  impact  on  controlling  costs. 


ADMINISTRATION 


The  mission  of  the  Department  of  Social  Services  is  to  meet 
the  financial,  social  and  health  needs  of  those  persons  whose 
requirements  are  beyond  their  individual  abilities  to  provide.  The 
Department  advocates,  develops  and  administers  appropriate  programs 
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in  a  manner  consistent  with  individual  dignity  and  the  public 
interest.  To  accomplish  this,  the  Department  is  organized  into 
three  major  administrations;  field  services,  Departmental  Services 
and  Citizens  Services.  Field  Services,  which  includes  the 
Department's  network  of  local  offices  and  Departmental  Services, 
provides  support  for  the  programs  for  which  the  Department  is 
responsible.  Citizens  Services  Administration  is  vested  with 
programmatic  responsibility  for  the  Department's  major  programs  and 
is  subdivided  into  three  bureaus.  The  Bureau  of  Assistance  Payments 
administers  financial  assistance  programs  such  as  Aid  to  Families 
with  Dependent  Children  (AFDC),  food  stamps,  and  General  Assistance 
(GA).  The  Bureau  of  Social  Services  includes  services  programs 
such  as  protective  services,  foster  care  and  day  care.  The  Bureau 
of  Medical  Assistance  is  responsible  for  management  of  the  State's 
Medicaid  program. 


With  respect  to  the  medical  assistance  program,  the  Social 
Security  Act  requires  that  in  each  State  opting  for  a  medical 
assistance  program  under  Title  XIX  a  single  agency  shall  be  named, 
with  ultimate  authority  and  responsibility  for  administration  and 
operation  of  that  State's  Medicaid  program.  Since  the  population 
eligible  for  Medicaid  benefits  includes  most  of  those  individuals 
eligible  for  other  programs  administered  by  the  Department,  in 
Michigan  the  Department  of  Social  Services  was  designated  that 
single  State  agency. 

Administration  of  the  medical  assistance  program  includes: 
the  eligible  population;  the  scope  of  benefits;  the  eligible 
providers  of  services;  the  control  of  payment  processes;  the 
utilization  of  and  the  need  for  services.  As  discussed  earlier,  the 
Department  of  Social  Services  contracted  with  Michigan  Blue  Cross 
and  Blue  Shield  from  the  program's  inception  in  1966  through  early 
1973  for  claims  processing  and  related  activities.  Since  the 
completion  of  implementation  of  the  Medicaid  Management  Information 
System  in  1973,  the  Department  has,  through  its  Bureau  of  Medical 
Assistance,  directly  operated  most  aspects  of  the  Medicaid  program. 
A  number  of  program  subcomponents,  notably  Surveillance  and 
Utilization  Review,  are  operated  and  administered  by  the  Michigan 
Department  of  Public  Health  under  the  control  of  the  Department  of 
Social  Services  through  contractual  arrangement.  In  late  1976,  the 
Investigative  and  Recovery  Units  of  the  Bureau  of  Medical 
Assistance  were  transferred  to  the  Office  of  Inspector  General  of 
the  Michigan  Department  of  Social  Services. 

To  process  the  high  volume  of  invoices  received  daily  in  a 
timely  and  cost  effective  manner,  the  Medicaid  Management 
Information  System  (MMIS)  incorporates  a  highly  automated  invoice 
processing  system.  Feeding  this  are  complementary  systems  which 
enroll     providers,     account  for  monies     expended,  generate  reports, 
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and  provide  data  for  utilization  review  functions.  MMIS  and  the 
Surveillance  and  Utilization  Review  subsystem  are  described  in 
detail  in  the  following  material. 

An  integral  part  of  invoice  processing  is  an  optical  character 
recognition  (OCR)  capability.  This  allows  us  to  make  optimum  use 
of  rapid  data  entry  techniques  by  literally  reading  typed  invoices 
onto  a  magnetic  tape  that  can  be  quickly  assimilated  by  the 
mainstream  computer  system,  bypassing  more  expensive  and 
time-consuming  conventional  key-entry  data  techniques.  OCR 
scannable  invoices  were  developed  for  each  major  provider  type. 
Through  close  cooperation  with  the  professional  health  related 
societies  of  Michigan,  these  invoices  have  been  simplified  and 
improved . 

Information  from  invoices  is  electronically  converted  into 
computer  language  for  editing  and  recording  on  magnetic  tapes. 
These  magnetic  tapes  are  then  entered  daily  into  data  processing 
routines  which  validate  such  items  as  provider  eligibility,  client 
eligibility,  medical  diagnosis,  procedure  codes,  reasonableness  of 
charges,  etc.  On  completion  of  daily  runs,  the  claims  are  passed  on 
to  the  other  routines  for  payment,  rejection,  or  into  a  pending 
status  for  manual  review.  Payment  is  made  weekly. 


Those  invoices  which  are  pended  for  any  of  a  variety  of 
reasons,  including  faulty  data,  incorrect  completion,  etc.,  are 
identified  by  the  computer  and  referred  to  the  claims  resolution 
section  for  manual  review.  Reviews  are  primarily  of  two  kinds; 
medical  or  administrative.  If  the  problem  is  primarily  medical  in 
nature,  it  is  referred  for  professional  resolution  to  the 
Department  of  Public  Health.  After  manual  review  and  annotation, 
resolved  and  rejected  claims  are  entered  back  into  the  system  for 
final  processing  and  advice  to  the  provider.  At  the  present  time, 
over  80%  of  all  provider  claims  are  paid  in  15  days  or  less.  Most 
of  the  remainder  are  paid  in  30  days  or  less,  with  the  balance 
taking  longer  because  of  their  uncommon  nature. 


The  administrative  efficiency  and  effectiveness  of  this  system 
have  been  amply  demonstrated  by  its  performance.  The  line  has  been 
held  on  administrative  costs  in  a  period  of  high  inflation,  rapidly 
expanding  benefits  and  increasing  administrative  responsibilities. 
The  program  has  been  subjected  to  numerous  reviews  by 
representatives  of  both  State  and  Federal  agencies,  has  passed  them 
all  with  high  marks,  and  has  been  cited  as  a  national  model  in  many 
areas . 


Administrative  costs,  as  applied  to  the  medical  assistance 
program,  encompass  all  costs  involved  in  operating  and  managing 
this  system.  Those  costs  which  are  usually  at  issue,  however,  in 
discussions     of    administrative     costs,     are  those     attributable  to 
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fiscal  intermediary  functions;  that  is,  those  involved  in  the 
actual  processing  and  payment  of  bills  received  for  services 
rendered  under  the  program.  Other  costs  are  incurred  by  the  State 
in  addition  to  fiscal  intermediary  costs,  regardless  of  who 
performs  the  fiscal  intermediary  function.  Among  these  costs  are 
those  incurred  for  eligibility  determination,  long  term  care 
evaluation,  utilization  review,  rate-setting,  policy  and  planning 
and  regulatory  functions.  The  administrative  costs  per  claim 
processed  for  FY  75-76  are  extremely  favorable  and  when  expressed 
in  terms  of  costs  versus  benefit  payments,  represent  one  of  the 
best,  if  not  the  best,  ratios  tot  all  health  coverage  plans,  public 
and  private,  in  the  United  States. 

MEDICAID  MANAGEMENT  INFORMATION  SYSTEM 

Concern  over  rising  Medicaid  costs  and  inflation  in  the  health 
care  field  led  to  the  establishment  of  a  Federal  Task  Force  on 
Medicaid  in  1969.  That  Task  Force  examined  deficiences  of  the 
Medicaid  program  and  submitted  final  recommendations  to  the 
Secretary  of  the  Department  of  Health,  Education  and  Welfare  in 
1970.  An  outgrowth  of  those  recommendations  was  the  development  of 
a  Medicaid  Management  Information  System  (MMIS).  MMIS,  as 
implemented  in  Michigan,  is  intended  to  improve  the  capability  of 
the  State  to  administer  the  Medicaid  program.  To  accomplish  this 
objective,  emphasis  was  placed  on  the  development  of  designs  for 
effectively  processing  and  controlling  claims  and  for  the  provision 
of  management  information  essential  for  planning  and  control.  MMIS 
consists  of  logically  grouped  individual  subsystems. 

MMIS  specifications  define  six  functional  areas  or  subsystems, 
two  of  which  are  grouped  into  the  invoice  Processing  System: 

1.  Client  Information  System  (Recipient  Subsystem). 

2.  Provider  Enrollment  (Provider  Subsystem). 

3.  Invoice    Processing  (Claims  Processing     and  Reference  File 
Subsystem) . 

4.  Surveillance    and    Utilization    Review    (Surveillance  and 
Utilization  Review  Subsystem). 

5.  Management     and    Administrative  Reporting     (Management  and 
Administrative  Reporting  Subsystem). 

A  brief  overview  of  each  of  these  subsystems  is  provided  below: 
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Client  Information  System 


a.  Maintains  identification  of  all  recipients  eligible  for 
Medicaid,  (as  well  as  other  public  assistance  and  services 
programs) . 

b.  Provides  a  mechanism  for  frequent  and  timely  updates  to 
all  recipient  eligibility  records. 

c.  Exercises  control  over  data  pertaining  to  recipient 
eligibility,  including  Medicare  Part  B  buy-in  processing. 

d.  Provides  a  computer  file  of  all  eligible  recipients  to 
support  claims  processing,  surveillance  and  utilization 
review  activities,  and  management  reporting. 

Provider  Enrollment 

a.  Processes  and  enrolls  providers  upon  their  agreement  to 
comply  with  Title  XIX  rules  and  regulations. 

b.  Ensures  that  only  qualified  providers  are  permitted  to 
render  service. 

c.  Creates  and  maintains  a  computer  file  on  all  eligible 
providers  to  support  claims  processing,  surveillance  and 
utlization  review  activities,  and  management  reporting. 


Invoice  Processing 

a.  Ensures  that  all  claims  and  related  transactions  are 
accurately  input  to  the  system  at  the  earliest  possible 
time . 

b.  Establishes  strict  system  controls  to  ensure  that  all 
transactions  are  processed  completely  and  promptly  and 
that  all  claim  discrepancies  are  resolved  expeditiously. 

c.  Verifies  the  eligibility  of  both  the  recipient  and  the 
provider  and  the  validity  of  the  claim  information 
submitted . 

d.  Ensures  that  correct  payment  is  made  to  providers  on  a 
timely  basis. 

e.  Creates  a  computer  file  of  adjudicated  claims  to  support 
surveillance  and  utilization  review  activities  and 
management  reporting. 


Ill 


f.     Creates      a      generalized      update     facility    for  various 
reference  files  used  in  claims  processing. 


g.  Provides  Medicaid  practitioner  usual  and  customary  charge 
data  and  incorporates  Medicare  usual  and  customary  charges 
in  the  Medicaid  system. 

h.  Generates  various  listings  of  claims  suspended  because  of 
error  conditions. 


Surveillance  and  Utilization  Review  (This  subsystem  is 
decribed  in  more  detail  in  following  pages) 

a.  Develops  a  comprehensive  statistical  profile  of  health 
care  delivery  and  utilization  patterns. 

b.  Reveals  suspected  instances  of  fraud  or  abuse  of  the 
Medicaid  program  by  individual  providers  and  recipients. 

c.  Provides  information  indicating  the  existence  of  any 
potential  defects  in  the  level  of  care  or  quality  of 
services  provided  under  the  Medicare  program. 

d.  Provides  input  to  Medicaid  policy  and  to  invoice 
processing  edits  or  screens. 


Management  and  Administrative  Reporting  System  (MARS) 

a.  Furnishes  the  agency  with  information  to  support  the 
management  review,  evaluation  and  decision-making 
processes . 

b.  Provides  management  with  financial  data  for  proper  fiscal 
planning  and  control. 

c.  Provides  management  with  information  to  assist  in  the 
development  of  improved  medical  assistance  policy  and 
regulations . 

d.  Monitors  the  progress  of  claims  processing  operations, 
including  the  status  of  provider  payments. 

e.  Analyzes  provider  performance  in  terms  of  the  extent  and 
adequacy  of  participation. 

f.  Analyzes  recipient  participation  in  terms  of  the  nature 
and  extent  of  services  received. 
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g.     Provides    the  necessary  data     to  support  Federal  reporting 
requirements . 


CONTROL  MECHANISMS 

In  addition  to  the  extensive  edit  system,  including  fee 
screens,  built  into  the  invoice  processing  component  of  MMIS  which 
automatically  reviews  and  evaluates  data  from  claims  submitted  for 
payment  to  determine  validity  and  appropriateness,  and  the 
Surveillance  and  Utilization  Review  subsystem,  Michigan's  medical 
assistance  program  includes  other  mechanisms  designed  to  control  or 
recover  costs.  Among  the  most  significant  of  these  are: 

Prior  Authorization:  Specified  program  benefits  available  to  those 
eligible  under  the  medical  assistance  program  are  subject  to  prior 
approval.  Under  this  program,  providers  of  these  services  must 
prepare  detailed  treatment  plans  and  submit  them  to  the  Division  of 
Authorization  and  Claims  Resolution,  Bureau  of  Health  Care 
Administration,  Department  of  Public  Health.  Proposed  services  are 
there  subject  to  review  and  evaluation  by  professional  medical 
personnel.  The  prior  authorization  process  is  valuable  in 
determining  the  appropriateness  and  effectiveness  of  treatment 
prior  to  its  application,  and  can  assist  in  monitoring  quality  of 
service  and  in  preventing  overut ilization  of  expensive  services. 


Third  Party  Liability:  Federal  law  requires  that  the  State  exhaust 
all  known  resources  prior  to  utilization  of  Medicaid  funds.  The 
State,  however,  is  prohibited  from  withholding  payment  when  the 
third  party  resource  is  not  immediately  identifiable,  liability  has 
not  been  established,  or  the  amount  available  is  not  immediately 
obtainable.  In  these  circumstances,  the  State  must  identify 
available  resources,  ascertain  legal  liability,  and  seek 
reimbursement  from  the  liable  third  party. 

The  early  years  of  the  medical  assistance  program  (the  third 
party  provisions  of  the  law  took  effect  on  March  31,  1968)  were 
marked  by  an  absence  of  significant  activity  in  the  area  of 
identifying  and  exhausting  third  party  resources.  In  early  1972, 
with  the  assumption  of  fiscal  agent  responsibilities  by  the  State, 
the  Third  Party  Liability  Section  of  the  Bureau  of  Medical 
Assistance  was  formed.  This  section  was  specifically  charged  with 
the  identification  and  recovery  of  third  party  funds  from  such 
potential  resources  as  other  health,  liability  and  workmen's 
compensation  insurers. 

Vague  and  conflicting  laws,  opposition  from  many  segments  of 
the     insurance     industry,     and     the     absence  of     Federal  guidelines 
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notwithstanding,  the  Third  Party  Liability  Section  has  operated 
from  inception  at  a  successful  cost  benefit  ratio,  as  demonstrated 
in  this  chart: 


Fiscal  Year 


Cost 


Recovery 


Benefit/Cost  Ratio 


73/74 
74/75 
75/76* 
76/77 


$285,000 
$345,816 
$313,040 
$555,000 


$1.2  million 

$1.8  million 

$2.1  million 

$4.4  million 


$4.21/1 
$5.20/1 
$6.84/1 
$7.90/1 


*12  Month  Fiscal  Year 

Moreover,  this  recovery  program  operates  without  causing 
delay,  interruption,  or  deprivation  of  medical  services  to  eligible 
persons . 

Enhancements  now  being  developed  for  this  program  will 
automate  much  of  the  resource  identification  process,  allowing  a 
recovery  of  a  greater  portion  of  potential  third  party  resources. 
In  addition,  a  medical  support  program  is  being  implemented,  in 
cooperation  with  the  Michigan  Friends  of  the  Court,  which  will 
allow  ready  identification  of  resources  available  from  absent 
parents  required  by  court  order  to  maintain  health  care  benefits 
for  their  children.  The  net  effect  of  these  increased  activities 
will  be  to  greatly  increase  the  funds  recovered  in  the  future. 


Investigations :  Under  Title  XIX,  the  single  State  agency  is  is 
charged  with  the  responsibility  for  determining  when  there  is  valid 
reason  to  suspect  that  fraud  (or  program  abuse)  has  been  committed 
and  whether  claims  submitted  represent  valid  obligations  to  the 
program.  To  carry  out  this  function,  the  Investigation  Unit 
(recently  transferred  from  the  Bureau  of  Medical  Assistance  to  the 
Office  of  Inspector  Ceneral  of  the  Department  of  Social  Services) 
conducts  investigations  of  providers.  Investigations  may  be 
initiated  as  a  result  of  information  received  from  a  variety  of 
sources,  including  referrals  from  the  Department  of  Public  Health 
on  the  basis  of  data  generated  from  the  Surveillance  and 
Utilization  Review  subsystem.  An  examination  and  analysis  of 
provider  billings,  program  payments  and  provider  office  records  is 
made  to  substantiate  the  accuracy  and  legitimacy  of  billing  and 
payment.  As  a  deterrent  to  program  abuse  and  fraud,  and  as  a 
mechanism  to  recover  overpayments,  a  determination  is  made  as  to 
actual  delivery  of  medical  services  and  an  evaluation  made  of 
provider  pricing  policies  and  practices. 
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Major  functions  of  this  section  include: 


1.  Specialized  in-office  and  on-site  reviews  and 
investigations  of  providers'   billings  and  related  records. 

2.  Verification  of  services  performed  by  examination  of 
providers'   records  and  direct  contact  with  recipients. 

3.  Profiling  and  analyzing  claims  in  suspected  situations  of 
overuse,  misrepresentation  or  other  program  abuse  by 
providers  and  recipients. 

4.  Verification  of  compliance  with  all  rules,  regulations  and 
procedures  of  the  program  by  providers  and  recipients. 

5.  The  development  of  cases  which  may  lead  to  refund,  removal 
from  program  participation  and/or  criminal  prosecution. 

The  Investigation  Section's  review  is  primarily  fiscal  in 
nature,  but  coordinated  with  and  supported  by  the  Michigan 
Department  of  Public  Health  which  serves  as  a  medical  professional 
consultant.  Public  Health  Medicaid  program  review  findings  are 
coupled  with  other  fiscal  and  administrative  evidence  to  build  a 
case  for  and  by  the  Investigation  Section.  This  Section  works  very 
closely  with  the  Department  of  the  Attorney  General  in 
investigating  and  bringing  cases  to  the  point  of  prosecution. 

In  the  first  year  of  operation,  fiscal  year  1973-74,  the 
Investigation  Section  recovered  in  refunds  to  the  program 
approximately  $1  million.  The  collateral  effects  of  this  review 
and  of  the  handling  of  billing  practices  by  involved  providers 
created  an  additional  cost  avoidance  to  the  program  of 
approximately  $670,000.  During  1974-75,  actual  refunds  were  $1.2 
million  with  associated  cost  avoidance  for  that  fiscal  year  of 
$560,000.  Fiscal  Year  1975-76  refunds  were  $1.4  million  with  cost 
avoidance  of  $685,000.  Refunds  in  FY  1976-77  are  expected  to 
approach  $1  million.  This  decline  is  a  result  of  organizational 
and  procedural  changes  and  the  temporary  assignment  of  some  staff 
to  the  Attorney  Generals'  investigation  activities.  It  is 
expected,  however,  that  as  the  unit's  efforts  are  refocused, 
refunds  will  recover  in  the  next  year. 
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SURVEILLANCE  AND  UTILIZATION  REVIEW 


The  Surveillance  and  Utilization  Review  Subsystem  of  MMIS  was 
developed  to  accomplish  the  following  primary  objectives: 

1.  Develop,  over  time,  a  comprehensive  statistical  profile  of 
health  care  delivery  and  utilization  patterns  established 
by  provider  and  recipient  participants  in  the  various 
categories  of  service  authorized  under  the  Medicaid 
program . 

2.  Provide  information  which  will  reveal  and  facilitate 
investigation  of  potential  defects  in  the  level  of  care  or 
quality  of  service,  potential  misutilization,  and  promote 
corrective  action  of  individual  participants  in  the 
Medicaid  program. 

3.  Accomplish  the  substantive  objectives  above  with  a  minimum 
level  of  manual  clerical  effort  through  the  efficient  use 
of  analytic  and  professional  medical  expertise,  and  with  a 
maximum  level  of  flexibility  was  respect  to  management 
objectives . 

The  basic  approach  employed  by  Surveillance  and  Utilization 
Review  in  achieving  these  objectives  is  the  technique  of  exception 
reporting.  Within  the  context  of  the  Medicaid  program,  exception 
reporting  involves  the  following  major  functions: 

1.  Maintain  such  data  on  the  activities  and  characteristics 
of  individual  Medicaid  participants  as  may  be  obtained 
from  paid  claims  and  from  provider  and  recipient 
enrollment  procedures. 

2.  Classify  participants  into  peer  groups  according  to 
demographic,  medical  and  utilization  characteristics. 

3.  Develop  a  statistical  profile  of  each  peer  group 
classification  to  be  used  as  a  base  line  for  evaluation. 

4.  Develop  a  statistical  profile  compatible  with  the  peer 
group  profile  of  each  individual  participant. 

5.  Automatically  compare  each  individual  participant  profile 
to  the  appropriate  group  profile. 
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6.  Report,  as  suspected  misutilizers ,  all  individual  partici- 
pants who  deviate  significantly  from  their  group  norm  or 
from  predetermined  standards. 

The  Surveillance  and  Utilization  Review  Subsystem,  as 
implemented  in  Michigan,  is  designed  to  accomplish  the  required 
reporting  functions  through  six  main  modules  or  processes.  These 
modules  are  the  provider  module,  the  recipient  module,  treatment 
analysis  module,  report  writer  modules,  interface  module  and  the 
control  module. 
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STATE  APPROACHES  TO  REGULATING  MEDICAID  EXPENDITURES 
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John  B.  Reiss,  Ph.D.,  J.D.  THE  NEW  JERSEY  RATE-SETTING 

Director,  Office  of  Health  Regulation  EXPERIENCE 
Former  Assistant  Commissioner 
Division  of  Health  Planning 
and  Resources  Development 
New  Jersey  State  Department  of  Health 


In  1971,  the  New  Jersey  legislature  enacted  the  Health  Care 
Facilities  Planning  Act,  N.J.S.A.  26:2H-1  et  seq.  This  innovative 
legislation  vested  wide  regulatory  authority  in  the  New  Jersey 
State  Department  of  Health.  The  objectives  of  the  Act  were  to  use 
the  health  planning  process  established  by  Federal  legislation  as 
the  means  to  appropriately  allocate  resources  for  the  health  care 
of  citizens  in  the  State.  In  order  to  implement  the 
recommendations  of  the  planning  process,  the  Act  established  a 
Certificate  of  Need  program  for  all  health  care  facilities  in  the 
State,  created  a  rate  review  program  for  Blue  Cross  and 
governmental  payors,  transferred  the  licensing  and  inspection 
programs  for  health  care  facilities  to  the  Department  and  permitted 
the  Commissioner  to  gather  all  pertinent  data. 

When  Joanne  E.  Finley,  M.D.,  M.P.H.  was  appointed  Health 
Commissioner  in  1974,  there  existed  an  initial  State  Health  Plan 
and  a  Certificate  of  Need  program.  However,  the  latter  program  had 
no  established  standards  or  criteria  against  which  Certificate  of 
Need  applications  could  be  judged.  The  rate  review  program  never 
had  been  instituted  by  the  Health  Department,  such  reviews  being 
left  to  the  Health  Research  and  Educational  Trust  of  the  New  Jersey 
Hospital  Association.  In  order  to  implement  the  will  of  the 
legislature,  Commissioner  Finley  instituted  the  rate  review  program 
in  the  Health  Department  and  insisted  that  a  careful  integration  of 
planning  with  the  regulatory  activities  be  undertaken.  Her 
directive  emphasized  that  the  prevention  programs  run  by  the 
Department  should  be  given  greater  consideration  by  the  health 
planning  activities. 

There  are  two  fundamental  goals  of  the  rate  review  program. 
The  first  goal  is  to  reinforce  and  implement  the  planning 
decisions.  The  second  is  that  controllable  hospital  cost  increases 
are  expected  to  be  at  no  greater  rate  than  that  for  the  rest  of  the 
economy . 

The  rate  review  system  compares  base  year  costs  among  similar 
facilities,  identifies  costs  which  appear  to  be  unreasonable  and 
disallows  them  unless  the  hospital  can  explain  why  they  are 
necessary.  The  approved  base  costs  are  then  inflated  by  a  price 
factor,  adjusted  for  changes  in  patient  volumes  and  for  any 
approved  expenditures  resulting  from  Certificates  of  Need,  mandated 
cost  increases  (by  FICA)  and  approved  management  changes. 
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The  effectiveness  of  the  system  can  be  seen  in  that  for  the 
covered  payors,  i.e.  Blue  Cross  and  Medicaid,  the  rate  of  increase 
in  approved  total  expenditures  has  been  about  ten  percent  per  year 
since  the  program  was  instituted.  Specific  changes  in  hospital 
activities  resulting  from  the  program  can  be  identified,  such  as 
the  very  rapid  increase  in  the  use  of  shared  services  and  joint 
puchasing  programs. 

It  is  the  Department's  view  that  long  run  cost  reductions  in 
health  care  costs  in  the  State  of  New  Jersey  will  not  be  affected 
by  eliminating  excess  operating  expenditures  in  hospitals.  Once 
any  "fat"  in  hospital  budgets  is  eliminated,  then  a  basic  level  of 
price  inflation  plus  adj ustments  due  to  the  intensity  of  care  will 
continue  to  lead  to  annual  cost  increases.  Therefore,  it  is 
necessary  to  provide  more  preventive  care  so  that  citizens  do  not 
need  to  be  treated  in  the  first  place,  and  to  create  a  system  to 
provide  appropriate  care  for  the  citizens  at  the  least  cost 
possible.  As  examples,  it  should  be  possible  to  move  patients  from 
acute  care  into  convalescent  care  reasonably  rapidly  and  to  provide 
care  in  a  home  environment  where  such  care  is  appropriate  without 
placing  them  in  institutions.  Not  only  would  health  care  costs  be 
reduced,  but  the  general  environment  of  the  citizens  will  be  vastly 
improved  by  such  a  carefully  structured  system.  A  major  problem 
with  the  development  of  such  a  system  is  that  many  payors  do  not 
reimburse  for  non-institutional  care.  The  cost  reductions 
resulting  from  taking  people  out  of  institutional  care  have  to  be 
weighed  against  the  potential  increases  in  demand  due  to  the 
extension  of  coverage  to  new  classes  of  beneficiaries. 

Within  the  health  care  facilities  themselves,  a  major  factor 
in  cost  reduction  is  limiting  the  introduction  of  sophisticated 
technology.  This  is  particularly  true  if,  as  is  frequently 
alleged,  knowledge  of  the  affects  of  the  change  in  technology  on 
patient  health  status  is  unknown.  One  issue  to  be  confronted  by 
government  is  that  the  volume  of  medical  care  delivered  in  the 
United  States  today  is  such  that  small  changes  in  health  status 
result  from  exceedingly  large  increases  in  expenditures. 

Another  cost-containment  approach  to  be  reinforced  by  rate 
review  is  the  regionalization  of  services  in  order  to  decrease  the 
proliferation  of  highly  sophisticated  care,  and  to  reduce  underuse 
of  facilities  and  staff  and  duplication  of  effort.  New  Jersey  has 
established  various  regionalization  regulations  for  specified 
services.  One  issue  yet  to  be  faced  is  that  these  services  cannot 
be  distributed  among  hospitals  when  similar  ancillary  services  must 
be  available  to  each  of  the  specialized  services  involved. 

New  Jersey  currently  has  a  contract  with  the  Health  Care 
Financing  Administration  to  develop  a  reimbursement  system  based  on 
patient     case-mix.       Currently    negotiations    are  underway    with  18 
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hospitals,  from  the  State's  total  of  105  general  acute  hospitals, 
to  reimburse  them  prospectively  for  their  case-mix  of  patients.  As 
a  result  of  a  major  developmental  effort  in  the  past  two  years,  the 
State  has  allocated  a  cost  to  various  medically  related  groups  of 
patients  called  Diagnosis  Related  Groups  (DRGs) .  An  allocated  cost 
has  been  developed  for  each  of  383  patient  care  groupings  for  the 
hospitals  involved  in  the  experiment.  A  budget  has  been 
constructed,  based  on  the  anticipated  volumes  of  such  patients  to 
be  treated  so  that  the  financing  of  care  can  be  related  to  the  type 
of  care  required.  Since  the  cost  is  being  developed  on  the  basis 
of  a  case  rather  than  a  per  diem,  the  incentives  of  the  system  are 
to  reduce  length  of  stay  and  the  use  of  patient  care  services. 
There  is  an  incentive  to  increase  admissions  which  has  to  be  taken 
care  of  through  appropriate  utilization  review  and  related 
programs.  However,  it  is  possible  to  develop  a  variable  budget  to 
eliminate  the  incentives  to  unnecessarily  admit  patients. 

It  is  essential  that  legislators  who  are  attempting  to  develop 
a  cost  containment  system  examine  the  entire  health  delivery 
system.  For  example,  one  problem  with  the  New  Jersey  rate  review 
system  is  it  has  authority  over  only  40  percent  of  the  payments 
made  to  hospitals.  Legislation  is  pending  in  New  Jersey  to  extend 
that  authority  to  cover  all  payors  and  all  charges,  in  relationship 
to  total  hospital  budgets.  It  is  also  essential  that  any  budget 
review  program  be  tied  into  health  planning,  Certificate  of  Need 
and  licensing  activities.  A  separation  of  the  management  of  these 
responsibilities  often  leads  to  conflicting  decisions  by  the 
governmental  agencies  which  leaves  the  health  care  delivery  system 
in  a  turmoil. 

The  total  reimbursement  of  capital  is  related  to  the 
Certificate  of  Need  program,  and  increasingly  it  seems  apparent 
that  it  will  be  necessary  to  set  some  ceiling  on  the  reimbursement 
of  capital  expenditures.  One  possibility  is  to  take  the  current 
asset  value  of  facilities,  annualize  the  cost  of  maintaining  and 
replacing  such  capital  and  use  that  value  as  the  ceiling  for 
issuance  of  Certificate  of  Need.  One  problem  with  that  approach  is 
it  assumes  the  existing  capital  allocations  are  appropriate. 

If  budget  review  is  undertaken  vigorously  by  the  State  agency, 
that  agency  can  be  expected  to  be  taken  to  court  by  the  hospitals; 
such  a  result  should  be  no  surprise  to  the  legislature.  To  the 
extent  that  the  health  planning  activities  and  the  associated 
regulatory  programs  of  budget  review  and  Certificate  of  Need  are 
effective,  there  will  be  increasing  political  pressures  placed  on 
the  legislature  from  hospitals  and  other  interest  groups  to  either 
pass  special  legislation  to  override  particular  decisions,  or  to 
eliminate  the  programs  in  their  entirety.  If  legislators  are 
interested     in    redu    cing     the  cost  of  health    care  to  citizens  of 
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their  States  and  in  better  allocating  the  resources  used  for  that 
care,  such  pressures  will  have  to  be  resisted.* 


*The  1978  New  Jersey  legislature  enacted  a  bill,  later  signed 
by  the  governor,  establishing  a  Hospital  Pate  Setting 
Commission  within  the  State  Department  of  Health. 
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Graham  Atkinson 
Chief,  Methodology  Development 
Maryland  Health  Services 
Cost  Review  Commission 


THE  MARYLAND  HEALTH  SERVICES 
COST  REVIEW  COMMISSION 


STATE  REGULATORY  APPROACHES 

There  are  a  vast  numher  of  different  possible  State  approaches 
to  the  regulation  of  hospital  costs.  I  will  describe  the  approach 
used  by  the  Maryland  Health  Services  Cost  Review  Commission 
(MHSCRC)  in  some  detail,  and  then  explain  the  major  differences 
between  this  and  the  approaches  used  in  some  of  the  other  States 
which  have  operational  hospital  regulatory  agencies. 


THE  ADMINISTRATIVE  FORM  OF  THE  COMMISSION 

The  Maryland  commission  consists  of  seven  part-time  members, 
appointed  by  the  governor.  Four  of  them  must  have  no  connection 
with  a  regulated  institution.  For  comparison,  Washington, 
Connecticut,  Massachusetts  and  Colorado  have  commissions,  and  in 
Massachusetts  and  Colorado  the  commissioners  are  full-time.  In  New 
Jersey,  New  York  and  Rhode  Island  the  regulation  is  enforced  by  a 
State  agency,  with  assistance  from  Blue  Cross  and/or  the  insurance 
department.  The  MHSCRC  came  into  being  in  1971.  Between  1971  and 
1974,  it  could  only  disclose  information  but  could  not  regulate. 
On  July  1,  1974,  it  assumed  responsibility  for  hospital  rate 
regulation. 

In  Maryland,  the  commission  regulates  the  rates  that  a 
hospital  can  charge  in  each  of  its  service  centers  —  for  example, 
the  medical/surgical  unit,  the  radiology  department  and  the 
laboratory.  A  rate  per  unit  of  service  is  set  and  the  hospital  has 
to  ensure  that,  on  average,  this  is  the  charge  that  is  made.  In 
medical/surgical  or  obstetrics  that  unit  would  be  a  patient  day,  in 
radiology  it  would  be  a  relative  value  unit  and  in  a  laboratory  a 
College  of  American  Pathologists  workload  unit.  Also,  we  are 
regulating  the  average  charge  per  admission  in  some  hospitals. 
Setting  departmental  rates  has  some  considerable  advantages  since 
it  ensures  that  the  charges  are  based  on  the  actual  departmental 
costs  and  any  cross-subsidization  desired  has  to  be  built 
deliberately  into  the  system.  In  Connecticut  and  Rhode  Island,  the 
regulator  specifies  the  total  hospital  budget,  in  New  Jersey  and 
New  York  a  per  diem  rate  is  specified.  In  Washington,  an 
experiment  with  three  different  systems  is  taking  place  —  total 
budget,  rate  per  unit  of  service  and  retrospective  cost-based 
reimbursement . 
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APPLICATION  OF  SYSTEM  IN  MARYLAND 


A  rate  review  can  be  initiated  either  by  a  hospital  desiring  a 
rate  increase,  or  by  the  commission.  The  first  step  is  the 
submission  by  the  hospital  of  a  rate  review  system.  This  gives  the 
actually  experienced  costs  and  volume  of  service,  department  by 
department,  for  some  base  year  —  usually  the  most  recent  full 
fiscal  year.  The  figures  are  projected  forward  taking  inflation, 
budgeted  volume  changes  and  new  programs  into  account.  The 
commission  staff  checks  the  rate  review  system  for  errors,  and  when 
these  have  been  corrected,  they  begin  a  screening  process.  The 
purpose  of  the  screens  is  to  pinpoint  costs  which  can  be  considered 
presumptively  unreasonable.  The  first  step  in  the  process  is  to 
adjust  the  wage  and  salary  costs  to  eliminate  the  effects  of 
regional  variations  in  wage  rates,  and  to  level  all  the  costs  to 
some  fixed  point  in  time.  All  the  management  and  administrative 
costs  are  lumped  together,  and  the  cost  per  patient  day  computed. 
If  this  is  below  the  median  for  all  hospitals,  the  cost  is  presumed 
to  be  reasonable  and  no  further  analysis  is  done.  If  the  cost  is 
above  the  median,  then  the  costs  per  appropriate  unit  of  measure 
are  computed  for  each  overhead  center  and  are  compared  with  the 
same  costs  for  other  hospitals.  If  the  costs  are  above  the  80th 
percentile,  they  are  considered  unreasonable  and  challenged.  The 
80th  percentile  screen  also  is  applied  to  the  cost  per  unit  of 
service  in  each  patient  care  center,  and  all  costs  over  the  80th 
percentile  are  considered  presumptively  unreasonable.  These  are 
discussed  with  the  hospital  staff  to  determine  if  the  apparently 
excessive  costs  are,  in  fact,  justified.  An  example  in  which  it 
was  decided  that  the  costs  were  justified  was  in  housekeeping  at 
John  Hopkins  Hospital.  In  that  case  the  cost  of  housekeeping  was 
extremely  high,  but  the  main  reason  was  found  to  be  the  design  and 
age  of  the  hospital  buildings.  Since  we  could  not  suggest  any 
method  of  reducing  the  costs,  the  challenge  was  eliminated.  The 
staff  prepares  a  recommendation  that  is  sent  to  all  interested 
parties,  the  hospital  and  the  commissioners.  This  is  presented 
formally  at  a  public  meeting.  If  all  parties  concerned  are  in 
agreement  (Blue  Cross,  the  Health  Insurance  Association,  Medicare, 
Medicaid,  the  Commission,  the  Legal  Aid  Bureau  and  the  hospital), 
an  order  specifying  the  rates  the  hospital  can  charge  is  issued. 
If  any  party  objects,  the  commission  holds  a  public  hearing  on  the 
controversial  items.  After  hearing  the  testimony,  the  commission 
makes  its  decision.  If  any  of  the  designated  interested  parties 
contests  this  decision,  their  appeal  must  be  made  in  the  courts. 


We  feel  very  strongly  that  any  State  rate  regulatory  body 
should  design  its  procedures  so  that  there  is  adequate  consumer 
representation.  In  the  case  of  hospitals,  the  powerful  consumer 
bodies  are  Blue  Cross  and  the  Health  Insurance  Association  of 
America.  They,  and  other  interested  consumer  groups,  should  have 
standing  to  appeal  the  decisions  of  the  commission,  in  the  same  way 
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that  the  hospital  can  appeal  its  decisions.  If  there  is  no 
consumer  appeal  right,  there  is  a  strong  temptation  for  the 
regulating  agency  to  concede  to  the  hospital.  For,  if  it  concedes, 
there  is  no  appeal,  but  if  it  decides  against  the  hospital,  the 
hospital  is  likely  to  continue  appealing  as  long  as  possible. 


FREQUENCY  OF  RATE  REVIEWS 

It  is  our  intention  to  review  hospitals  every  3  to  5  years,  or 
possibly  even  less  frequently.  This  may  seem  like  a  very  long 
interval  between  reviews,  but  we  think  that  there  are  substantial 
advantages  to  having  infrequent  reviews.  This  permits  recognition 
of  inflation  in  the  intervening  period,  to  allow  for  reasonable 
increases  in  factor  costs.  There  are  four  major  advantages  to 
infrequent  reviews. 

1.  With  reduced  number  of  reviews,  the  commission  staff  can 
spend  much  more  time  and  effort  on  each  one.  As  a  result 
the  reviews  are  more  intensive,  and  also  more  fair  to  the 
hospital . 

2.  With  a  flexible  schedule,  the  commission  or  the  hospital 
can  initiate  a  review  at  any  time. 

3.  Because  hospitals  know  that  it  is  likely  to  be  several 
years  before  they  are  reviewed  again,  there  is  a  strong 
incentive  to  implement  cost  savings  and  reap  the  benefit 
of  these  savings  over  several  years.  If  reviews  are 
performed  every  year,  a  hospital  may  be  loathe  to  cut 
costs  knowing  that  at  the  end  of  the  year  they  would  no 
longer  get  the  cost  savings  benefit,  and  that  the 
subsequent  year  their  cost-base  would  be  reduced 
correspondingly. 

4.  Performing  rate  reviews  is  like  going  in  with  a  knife  and 
cutting  parts  out  of  the  hospital's  budget.  Making  a 
hospital  live  within  a  fair,  but  tight,  inflation 
adjustment  system  places  continual  pressure  on  the 
hospital  to  eliminate  fat  from  its  budget.  The  hospital 
has  more  time  to  respond  to  the  latter  and  is  less  likely 
to  fight,  and  I  think  that  the  gentle  squeeze  has  a  much 
greater  impact  in  the  long  term. 

Many  of  the  other  regulatory  agencies  carry  out  reviews  on  an 
annual  basis.  Connecticut  and  Rhode  Island  are  two  examples.  At 
this  point  it  is  probably  worth  digressing  to  discuss  the  systems 
used  in  other  States. 
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OTHER  STATES'  SYSTEMS 


The  system  used  in  Rhode  Island  is  the  least  like  the  Maryland 
system.  The  plan  is  run  by  the  State  budget  director  with  Blue 
Cross  of  Rhode  Island.  They,  together  with  the  hospital 
association  of  Rhode  Island,  decide  on  a  MAXICAP.  This  is  a 
Statewide  upper  limit  to  be  placed  on  hospital  aggregate  gross 
operating  expenses.  The  hospital  budgets  are  negotiated 
individually,  but  subject  to  the  limitation  that  the  total  over  all 
hospitals  has  to  be  less  than  the  MAXICAP.  In  most  of  the  other 
States  carrying  out  hospital  rate  regulation  the  control  is  by 
means  of  annual  reviews. 


The     use     of     cost  screens 
precise    details  of  the  screens 
they    are    expressed     in  terms 
Maryland     as  percentiles,  and  in 
used     and     is     applied     to  expe 
adjusted  patient-day  in  the  prim 


is  very  widespread,  although  the 
vary  considerably.  In  New  Jersey, 
of  percentages  of  mean  costs,  in 
Washington,  the  50th  percentile  is 
se  per  adjusted  admission  and  per 
ry  screening  process. 


INFLATION  ADJUSTMENT  SYSTEM 

The  inflation  adjustment  system  is  the  cornerstone  of  the 
Maryland  system.  We  have  developed  a  system  which  estimates  what 
the  increases  in  costs  in  hospitals  should  be,  if  they  are 
operating  efficiently.  There  are  two  major  cost  categories  that 
have  to  be  considered,  salaries  and  supplies  and  contracted 
services.  Pate  regulation  of  hospitals  will  not  be  effective 
unless  an  attempt  is  made  to  control  the  increases  in  wage  and 
salary  costs.  In  Maryland,  we  allow  the  increase  in  the  Consumer 
Price  Index  as  the  inflation  factor  for  wages  and  salaries.  The 
hospital  is  not  obliged  to  hold  to  this  amount  in  its  wage 
negotiations,  but  this  is  the  increase  that  will  be  allowed  in 
rates.  If  the  hospital  pays  less,  they  keep  the  difference,  and  if 
they  pay  more,  they  must  absorb  it  or  improve  efficiency.  The 
factor  for  supplies  and  contracted  services  is  a  composite  index 
made  up  of  components  of  the  Wholesale  Price  Index  and  Consumer 
Price  Index  and  same  inflation  factors  determined  from  actual 
hospital  experience  for  supply  categories  for  which  suitable 
proxies  are  unavailable. 


INCENTIVES 

The  major  problem  with  most  reimbursement  systems  tried  to 
date  is  that  they  do  not  contain  financial  incentives  to  the 
hospital  to  operate  in  the  public  interest.  In  fact,  the 
incentives  are  almost  always  in  the  wrong  direction.  For  example, 
in     the  Maryland  system  the  incentive  in  the  past  has  been  to  drive 
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up  the  volume  of  service  provided,  because  in  that  way  the  unit 
costs  are  reduced,  and  so  the  costs  are  less  likely  to  be 
challenged  in  a  rate  review.  We  are  working  towards  a  more  refined 
system  in  which  this  perverse  incentive  will  be  eliminated.  The 
state-of-the-art  in  reimbursement  systems  are  systems  which 
incorporate  positive  incentives  to  the  hospital  to  reduce 
utilization  of  services,  and  to  make  use  of  case-mix  data  in  the 
development  of  the  charge  to  the  patient,  or  at  least  in  the  total 
reimbursement  to  be  made  to  the  hospital. 

The  major  reason  why  hospital  costs  are  increasing  much  faster 
than  costs  in  other  parts  of  the  economy  is  that  more  services  are 
being  provided  to  patients  having  the  same  illnesses.  I  will  refer 
to  this  phenomenon  as  intensity  increase.  To  date,  little  has  been 
done  by  regulatory  agencies  to  control  intensity  increases. 
However,  much  thought  is  being  devoted  to  designing  reimbursement 
systems  that  will  give  hospitals  an  incentive  to  control  intensity 
increases,  and,  where  possible,  to  reduce  the  average  length  of 
stay  and  intensity  of  the  service  being  provided.  I  will  describe 
briefly  two  of  the  systems  being  developed  toward  this  end. 


THE  GUARANTEED  REVENUE  PER  ADMISSION 

The  MHSCRC  currently  is  experimenting  with  a  new  reimbursement 
system  involving  a  guaranteed  revenue  per  admission  (CRA).  The 
idea  is  that  the  MHSCRC  sets  a  CRA  for  a  hospital  based  on  its 
previously  experienced  revenue  per  admission.  This  GRA  is  adjusted 
for  inflation,  volume  changes  and  changes  in  the  hospital's  case 
mix.  The  GRA  is  both  an  upper  and  a  lower  limit  on  the  average 
revenue  per  admission  for  the  hospital.  The  result  is  that,  if  the 
intensity  of  service  continues  to  increase,  the  hospital  does  not 
get  paid  for  the  extra  tests,  or  extra  days  involved.  However,  if 
it  manages  to  reduce  the  length  of  stay  or  intensity  of  services, 
it  gets  paid  in  full  for  each  test  or  each  day  eliminated,  while 
incurring  none  of  the  costs  of  these  services.  The  incentives  of 
this  system  are  obvious. 


DIAGNOSTIC ALLY  RELATED  GROUPS  (DRGs) 

In  a  New  Jersey  experiment,  hospitals  will  be  paid  on  the 
basis  of  diagnostically  related  groups  (DRGs) ,  which  are  groups  of 
cases  that  are  expected  to  be  similar  in  length  of  stay  or  cost. 
The  parameters  that  determine  which  DRG  a  case  will  be  assigned  to 
include  primary  diagnosis,  age,  sex,  existence  of  other  diagnoses 
and  medical  or  surgical  treatment.  The  latest  set  of  DRGs  consists 
of  383  groups.  The  idea  in  this  system  is  that  a  charge  will  be 
associated  with  each  DRG  and  any  case  falling  within  a  DRG  will  be 
charged     that  amount.  This  system     incorporates  the  same  incentives 
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as  the  GRA  being  used  in  Maryland.  While  this  system  is  feasible 
in  New  Jersey  where  it  will  be  applied  only  to  Blue  Cross,  we  do 
not  consider  it  to  be  suitable  for  Maryland  where  the  rates  set  by 
the  Commission  apply  to  self-pay  patients. 
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VI.     ISSUES  IN  MEDICAID  REIMBURSEMENT 
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Milton  Dezube 
Chief,  Institutional 
Reimbursement  Branch 
Medicaid  Bureau,  HCFA,  HEW 


INSTITUTIONAL  REIMBURSEMENT 
UNDER  MEDICAID 


Under  the  Medicaid  program,  some  70  cents  out  of  every  dollar 
is  spent  for  nursing  home  care  and  hospital  care.  Obviously, 
Medicaid's  involvement  in  this  area,  in  terms  of  economics  and 
public  policy,  is  quite  significant. 


NURSING  HOME  SERVICES 

The  typical  State's  payment  for  nursing  home  services  will 
consume  35%  to  40%  of  its  Medicaid  budget.  The  market  conditions 
under  which  nursing  home  services  are  available  are  pertinent  to 
understanding  Federal  Medicaid  regulations.  Unlike  physicians' 
services  and  hospital  services,  which  are  used  by  the  entire 
population,  nursing  home  services  tend  to  be  used  mainly  by 
Medicaid  patients.  Nationally,  Medicaid  patients  comprise  almost 
70%  of  the  nursing  home  census.  The  nursing  home  industry  arose 
with  State  welfare  payments  and  depends  upon  State  Medicaid 
payments  for  its  existence.  Thus,  the  market  consists  of  a  single 
major  buyer  in  each  State  and  20,000  suppliers  (nationally).  Under 
such  conditions,  we  would  expect  the  State  as  a  monopsonist  (a 
single  large  purchaser)  to  specify  the  details  of  the  product  it 
will  purchase  and  to  negotiate  its  price.  And  that  is  just  what 
Federal  Medicaid  regulations  permitted.  Prior  to  July  1,  1976, 
Federal  requirements  pertaining  to  State  methods  of  payment  were 
simple:  payments  for  care  could  not  exceed  amounts  which  would  be 
determined  using  Medicare's  principles  and  standards  of  cost 
reimbursement.  However,  States  also  establish  conditions  of 
participation  which  relate  to  facility  structural  safety  conditions 
and  patient  care  standards.  To  assure  that  the  level  of 
reimbursement  was  sufficient  to  meet  the  quality  of  care  standards 
required,  Congress  enacted  new  reimbursement  requirements  which 
went  into  effect  last  year. 

Effective  July  1,  1976,  a  new  provision  in  Title  XIX  of  the 
Social  Security  Act  requires  that  payment  for  long  term  care 
services  must  be  on  a  reasonable  cost-related  basis.  HEW 
regulations  issued  July  1,  1976,  define  conditions  which  States 
must  meet  in  establishing  systems  of  payment  (42  Code  of  Federal 
Regulations  447.274,  447.292,  447.278,  447.301,  and  447.311).  Each 
Medicaid  State  plan  must: 
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1.  Provide  for  uniform  cost  reports. 

2.  Provide  for  field  audits  of  all  nursing  home  cost  reports. 

3.  Set  forth  the  items  of  expense  which  are  allowable  costs. 

4.  Establish    reasonable    methods  of    determining  the  payment 
rates . 

5.  Assure     that     the    bottom    line    will     be     paid     (i.e.,  in 
contrast  to  basing  payments  on  available  State  funds). 

Methods  of  payment  established  by  the  State  may  vary  as 
follows : 


Basis  of  Payment  Retrospective  System  Prospective  System 


Individual 
Facility  Fates 

Up  to  a  Cost 
Ceiling 

No  cost 
Ceiling 

Up  to  a  Cost 
Ceiling 

No  Cost 
Ceiling 

Class  Rate 

Uniform  Class  Rates 

That  is  to  say,  methods  of  payment  may  be: 


1.  Retrospective  - 

A  final  settlement  is  made  at  the  end  of  an  accounting 
period  based  on  audited  costs  of  each  individual  facility. 
Under  such  a  method,  there  could  be  ceilings  on  costs  or 
not,  as  the  State  chooses.  If  there  are  no  ceilings  on 
costs  note  that  the  payment  method  is  the  same  as  that 
used  under  Medicare. 

2.  Prospective  - 

Payments  made  during  the  accounting  period  are  final 
(there  are  no  adjustments).  Under  a  prospective  method  of 
payment,  a  uniform  class  rate  may  be  paid  (all  facilities 
in  the  class  get  the  same  rate)  or  a  rate  may  be  based  on 
each  individual  facility's  costs.  Also,  the  State  has  an 
option  of  placing  ceilings  on  costs  or  not,  as  it  chooses. 

3.  Combination  prospective  and  retrospective  - 

It  is  possible  to  combine  prospective  payment  for  some 
cost  elements  and  retrospective  payment  for  other  cost 
elements  into  a  single  plan.  For  example,  payment  for 
routine  care  costs  (i.e.,  room,  board,  and  basic  nursing 
services     and     supplies)     could    be     on     the     basis     of  a 
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prospective  uniform  class  rate  and  payment  for  ancillary 
costs  (i.e.,  drugs,  physical  therapy,  etc.)  could  be  on 
the  basis  of  a  retrospective  cost-settlement. 

A  description  of  Medicaid  State  plans  for  reimbursement  of 
long  term  care  services  ("Report  On  Systems  of  Reimbursement  for 
Long-Term  Care  Services")  has  been  prepared  by  HEW.  However,  since 
that  report  covers  States'  methods  in  effect  before  the  new 
regulation  was  issued  July  1,  1976,  there  will  be  elements  in  the 
plans  described  which  are  not  acceptable  under  present  requirements 
for  reasonable  cost-related  reimbursement.  Regardless,  the  report 
outlines  the  great  variety  of  methods  of  payment  possible.  Another 
volume  in  the  same  study  analyzes  the  various  State  payment  systems 
in  terms  of  methods  used  to  pay  for  depreciation  costs,  salary 
costs,  etc. 

Additionally,  an  important  study  of  nursing  home  costs  was 
prepared  in  January,  1976,  by  the  New  York  State  Moreland  Act 
Commission.  Its  reports  "Reimbursement  of  Nursing  Home  Property 
Costs:  Pruning  the  Money  Tree"  and  "Dollars  Without  Sense",  are 
valuable  source  reading  in  the  formulation  of  public  policy  in  this 
area.  In  June,  1977,  the  Urban  Institute  in  Washington,  D.C. , 
published  a  very  thoughtful  and  concise  study  well  worth  reading. 
The  study  notes  that  methods  of  payment  may  be  based  on  a 
facility's  historical  costs  of  the  individual  nursing  home 
(Facility-Independent  Reimbursement).  The  study  concludes  that 
methods  of  reimbursement  which  are  facility-independent  have  a 
greater  potential  for  containment  of  costs.  Such  methods  are  based 
on  determinations  of  standard  costs. 


HOSPITAL  REIMBURSEMENT 

Hospital  reimbursement  captures  some  35  percent  of  the  typical 
States'  Medicaid  expenditures.  However,  Medicaid  patients,  on 
average,  comprise  only  15  percent  of  the  average  hospital's  patient 
census.  Although  Blue  Cross  is  the  major  purchaser,  combined 
payments  from  third-party  payers,  Medicaid,  Medicare,  and  Blue 
Cross,  supply  over  80  percent  of  the  average  hospital's  revenues. 
In  most  States,  the  economic  situation  is  that  of  a  hospital 
(monopolist)  making  available  its  services  at  a  cost  tied  to  the 
rate  of  production  of  the  U.S.  Treasury's  printing  presses. 

The  Medicaid  regulation  covering  requirements  for  payment  of 
hospital  services,  up  to  November,  1971,  was  a  prime  contributor  to 
the  inflationary  situation.  The  regulation  required  that  payments 
had  to  be  determined  according  to  the  methods  and  standards  used 
for  cost  reimbursement  by  Medicare.  That  is  to  say,  payment  had  to 
be  based  on  each  individual  hospital's  allowable  costs,  no  matter 
how    much    such    cost  varied  from  costs     of  peer  institutions.  The 
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effect  of  such  requirements  has  been  an  increase  in  hospital  costs 
alarmingly  in  excess  of  cost  trends  in  the  pre-Medicaid/Medicare 
era.  In  1971,  Medicaid  changed  its  regulation  to  permit  States  to 
define  reasonable  costs  uniquely,  (i.e.,  the  regulation  no  longer 
stated  that  Medicare's  method  of  determining  reasonable  costs  was 
the  only  method  which  could  be  used). 


Under  the  revised  provisions,  for  example,  New  York  has 
received  HEW  approval  to  place  ceilings  on  costs  based  on  peer 
comparisons,  and  to  place  ceilings  on  projected  expenditures  based 
on  the  expected  increase  in  the  costs  of  goods  and  services 
comparable  to  those  used  in  the  provision  of  hospital  services. 
Alternative  methods  of  reimbursement  (outside  of  Medicaid)  have 
taken  various  forms: 


1.  Some  State  legislatures  have  established  Rate-Setting 
Commissions  which  regulate  hospital  charges.  Thus,  the 
Commission's  rules  affect  hospitals'  revenues  regardless 
of  the  payment  practices  of  third-party  payors. 


2.  In  other  States,  the  methods  used  vary  from  an  intensive 
review  of  each  individual  hospital's  use  of  resources  to 
the  exact  opposite  (i.e.,  where  a  formula  is  used  to 
establish  payment  rates) . 


SUMMARY 


To  conclude,  Medicaid's  regulations  allow  each  State  to 
determine  its  methods  and  standards  for  payment  of  nursing  home 
services  and  hospital  services.  In  the  case  of  hospital  services 
especially,  a  number  of  State  Medicaid  agencies  have  exercised  the 
option  to  pay  for  such  services  on  a  basis  that  focuses  hospital 
attention  on  cost  containment:  States  such  as  Colorado, 
Massachusetts,  and  New  York  among  others.  I  invite  you  to  inquire 
into  the  subject  in  your  State. 
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Larry  R.  Fredrickson  NURSING  HOME  REIMBURSEMENT  REFORM: 

Senate  Counsel  THE  MINNESOTA  APPROACH 

Office  of  Senate  Counsel 
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BACKGROUND 

By  way  of  background,  Minnesota  has  more  nursing  home  beds  per 
capita  than  the  other  States.  We  have  doubled  the  number  of 
nursing  homes  in  the  last  ten  years.  Once  we  started  paying  for 
nursing  homes  under  Medicaid  or  medical  assistance,  as  we  call  it 
in  Minnesota,  the  number  of  homes  just  increased  dramatically.  The 
nursing  home  industry  in  Minnesota  includes  about  40%  proprietary 
homes,  40%  non-profit  homes,  and  the  rest  governmentally  owned 
homes.  About  63%  of  our  nursing  home  residents  are  on  Medicaid.  We 
spend  about  $200  million  a  year  on  nursing  homes,  which  is  the 
largest  State  expenditure  except  for  educational  programs. 

The  impetus  for  what  we  did  was  a  series  of  scandals  involving 
nursing  homes  in  Minnesota.  Within  the  space  of  a  year  about  1%  of 
the  nursing  homes  owners  in  the  State  were  convicted  of  various 
types  of  criminal  fraud.  The  scandal  spilled  over  so  that  there 
were  some  former  legislators  who  were  almost  indicted  by  the  Grand 
Jury;  they  were  accused  of  violating  the  public  trust.  The  county 
attorney  for  our  largest  county  received  interest  free  loans  from  a 
nursing  home.  He  did  not  pay  them  back  until  the  investigators 
started  looking  at  the  loans.  The  two  departments  of  the  State 
involved,  the  Health  Department  and  the  Welfare  Department  were 
also  tainted.  The  person  in  charge  of  regulating  nursing  homes  in 
the  Health  Department  was  fired  and  his  assistant  was  suspended  and 
transferred  to  another  part  of  the  Health  Department  because  of 
allegations  of  too  close  a  relationship  with  people  in  the 
industry.  The  public  examiner's  office  issued  a  report  criticizing 
the  Welfare  Department  for  the  way  they  were  auditing  nursing  homes 
costs  reports. 

All  of  this  public  turmoil  and  publicity  led  to  a  joint-select 
committee  on  nursing  homes  which  developed  an  eight-bill  package. 
All  of  the  bills  passed  easily  in  the  1976  session.  The  scandals 
created  such  a  public  outcry  that  many  legislators  were  reluctant 
to  vote  against  any  nursing  home  bill.  Also,  with  several  of  the 
nursing  homes  operators  being  involved  in  criminal  actions,  the 
lawyer  for  the  nursing  home  association  was  tied  up  in  court  and 
was  not  able  to  help  them  in  the  lobbying  efforts  to  the  extent 
that  he  normally  would. 


134 


GENERAL  LEGISLATION 


Three  of  the  bills  dealt  with  Medicaid  related  issues.  One 
set  up  a  fraud  unit  within  the  Department  of  Welfare  to  perform 
surveillance  and  utilization  review  functions. 

The  second  one  made  it  a  specific  crime  in  Minnesota  to  steal 
from  the  Medicaid  program.  Before  the  legislation,  it  had  not  been 
a  specific  crime.  The  attorney  general,  in  attempting  to  convict 
people,  had  to  utilize  the  general  theft  statutes.  He  found  that 
to  be  a  very  difficult  situation.  He  asked  for  and  was  given  a 
separate  statute  that  made  stealing  from  Medicaid  a  specific  crime. 
That  same  bill  also  gave  the  Department  of  Public  Welfare  power  to 
look  at  records  of  providers  to  determine  whether  or  not  fraud  had 
occurred . 

The  third  bill  dealt  with  Medicaid  reimbursement. 


REIMBURSEMENT  LEGISLATION 

The  Research:  The  really  key  Medicaid  bill  was  one  to  partially 
write  into  law  the  State's  nursing  home  reimbursement  formula.  We 
previously  had  an  agency  rule  which  was  developed  by  an  accounting 
firm  and  had  been  in  effect  for  several  years.  During  the  joint 
subcommittee  hearings,  we  found  that  the  welfare  commissioner  and 
assistant  commissioners  had  the  wrong  impression  of  how  the  rule 
was  being  enforced  within  the  Department  and  how  limits  were  being 
applied.  What  actually  was  going  on  was  somewhat  different  from 
their  impression.  For  example,  the  Department  assumed  that  they 
were  not  reimbursing  nursing  homes  for  interest  on  loans  in  excess 
of  the  value  of  the  facility.  We  were  able  to  obtain  the  services 
of  an  auditor  from  the  State  auditor's  office.  He  examined  several 
cost  reports  and  found  that  the  Department  was  paying  interest  on 
loans  in  excess  of  the  value  of  the  facility.  We  found  one  home 
which  obtained  a  second  mortgage  and  used  the  money  to  build  an 
apartment  building.  The  State  was  paying  interest  on  both  the 
first  mortgage  and  the  second  mortgage,  when  the  proceeds  of  the 
second  mortgage  were  used  to  build  a  separate  outside  enterprise. 

In  developing  the  data  for  our  bill  on  the  issue,  we  utilized 
computer  data  which  was  prepared  by  the  Department  of  Public 
Welfare.  They  were  able  to  tell  us  the  average  rates  for 
metropolitan  and  rural  facilities;  for  proprietary,  non-profit  and 
governmentally  owned  facilities;  and  so  on.  That  did  not  get  us 
too  far  in  determining  appropriate  policy.  Using  our  auditor,  we 
did  an  indepth  study  of  about  15%  of  the  nursing  homes  in  the 
State.  They  were  selected  by  geographic  mix,  size  mix  and  types  of 
ownership    mix.     Through     this,     we     were    able     to     spot    what  the 
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legislators  concluded  were  some  serious  problems  in  the  area  of 
reimbursements,  especially  with  respect  to  property  related  costs. 

At  the  same  time,  we  were  receiving  public  complaints  about 
nursing  homes  rates,  and  about  the  differential  between  private  pay 
rates  and  public  pay  rates.  With  the  combination  of  what  we  found 
in  the  study,  and  what  the  public  was  complaining  about,  we  drafted 
the  bill  which  eventually  passed. 


Investment^ Allowance:  The  first  area  we  addressed  was  the  return  on 
investment.  We  found  facilities  that  were  in  debt  in  excess  of  the 
value  of  the  facility.  This  meant  that  the  Department  was  giving 
them  a  return  or  profit  on  an  assumed  equity  that  in  most  cases  did 
not  exist,  in  addition  to  paying  interest  on  loans  in  excess  of  the 
value  of  the  facility.  We  found  the  rate  of  return  on  actual 
equity  varied  from  about  26%  up  to  an  1,850%  return.  (In  homes 
where  there  was  a  negative  equity,  it  was  impossible  to  compute  a 
rate  of  return.  The  operators  were  being  paid  a  profit  on  a 
non-existent  investment.) 

After  considering  various  options,  the  legislators  developed  a 
concept  for  proprietary  homes  which  annually  gave  them  9%  of  the 
value  of  the  facility  as  an  investment  allowance.  In  effect,  they 
told  owners  that  if  they  got  loans  on  the  facility,  they  would  have 
to  use  that  9%  to  pay  the  interest.  But  if  they  had  equity  in  the 
facility,  then  that  9%  would  be  their  profit.  If  the  9%  figure  has 
to  be  changed,  due  to  changing  interest  rates  or  other  factors,  the 
Department  of  Welfare  can  change  it  from  year  to  year.  For  the 
non-proprietary  homes,  the  amount  was  set  to  2%  because  they  do  not 
have  as  great  a  need  for  profit.  (We  found  that  not  all  non-profit 
homes  are  really  non-profit  homes;  the  largest  scandal  involved  a 
supposedly  non-profit  home.  The  owners  were  making  some  good  money 
on  it.)  In  addition,  the  law  provides  that,  after  the  same  owners 
operate  a  non-proprietary  home  for  three  years,  there  is  a  limit  on 
how  much  debt  they  can  have.  They  can  no  longer  keep  on  leveraging 
the  facility,  and  have  the  State  keep  paying  their  interest. 

The  intent  of  these  changes  was  to  try  to  discourage  people 
who  only  get  into  business  for  investment  reasons,  and  to  encourage 
owners  operating  the  facility  as  their  business. 

Quality  of  Care :  The  secondary  question  we  tried  to  address  was 
quality  of  care  How  can  you  relate  quality  and  efficiency  to  a 
nursing  home  reimbursement  rate?  In  our  study  of  homes,  we  did  a 
correlation,  a  very  crude  one,  of  costs  and  quality.  The  only 
quality  standard  that  we  could  really  identify  was  the  number  of 
times    a  home  had  been  fined  by  the  Health  Department  for  violation 
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of  standards.  We  found  that  the  higher  cost  homes  tended  to  have  a 
worse  record.  They  are  more  expensive  to  operate  and  of  lower 
quality,  if  you  accept  that  definition  of  quality.  The  members  of 
the  joint  subcommittee  struggled  with  trying  to  find  a  way  to  build 
into  the  reimbursement  rates  some  incentive  for  quality  and 
efficiency.  They  were  not  able  to  come  up  with  much  and  were 
advised  by  our  State  Ifelfare  Department  that  the  Federal  government 
would  not  let  us  do  it  anyway.  In  that  area,  nothing  significant 
was  achieved. 


Turn-Over  of  Ownership:  The  third  major  problem  that  we  tried  to 
address  was  the  turnover  in  ownership.  The  way  the  Department's 
rule  was  operating,  the  purchasers  of  a  facility  were  generally 
reimbursed  for  whatever  they  paid  for  the  facility.  Therefore,  the 
purchaser  did  not  care  what  he  paid  for  the  home.  The  sellers 
could  make  a  lot  of  money  because  the  buyers  did  not  really  care 
what  they  paid.  This  led  to  a  tendency  of  investors  to  buy  a  home, 
keep  it  for  a  few  months,  and  then  sell  to  somebody  else. 

That  was  bad  for  a  number  of  reasons.  First,  frequent 
turn-over  of  ownership  does  not  lead  to  quality  care.  Second,  as 
the  owners  kept  raising  the  price  each  time  the  home  was  sold,  the 
Welfare  Department  was  paying  more  to  reimburse  the  new  owners  for 
the  purchase  price.  This  meant  that  they  also  paid  higher 
depreciation  and  more  interest  payments  on  higher  loans.  There  was 
really  no  incentive  for  the  owner  of  a  home  to  keep  the  home. 

In  an  effort  to  get  at  these  problems,  two  things  were  done. 
First,  the  law  instituted  a  provision  for  an  appraisal  at  the  time 
the  facility  was  sold  in  order  to  prevent  artifically  high  purchase 
prices.  Second,  the  law  instituted  a  system  which  provided  that 
the  home  would  be  reappraised  every  few  years  if  it  continued  under 
the  same  ownership.  If  the  owner  kept  the  home,  and  if  it  was 
going  up  in  value,  the  only  way  prior  to  that  which  he  could  get 
his  increased  value  was  to  sell  the  home.  Under  the  new  system,  a 
continuous  owner  could  get  a  reappraisal  and  his  property 
reimbursement  rate  would  go  up  every  few  years.  It  was  hoped  that 
this  might  be  an  incentive  to  keep  a  home  rather  than  sell  it.  The 
industry  did  not  like  the  provision  and  they  came  in  with  the  new 
proposal  in  1977.  This  was  accepted  and  the  law  was  amended  so 
that  instead  of  a  reappraisal,  the  home's  9%  investment  allowance 
goes  up  slightly  every  year  the  home  is  owned  by  the  same  owners. 
It  was  a  further  attempt  to  encourage  people  to  keep  the  facility 
and  operate  it  as  a  business  rather  than  treat  it  as  an  investment. 
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Related  Issues:  Several  other  areas  addressed  were  not  directly 
reimbursement  issues,  but  the  legislators  used  the  reimbursement 
bill  to  try  to  address  some  related  questions.  The  public  was 
complaining  that  while  they  supposedly  had  the  choice  of  vendor 
under  medical  assistance,  homes  were  requiring  residents  to  use 
doctors  and  pharmacies  selected  by  the  home.  Other  complaints  from 
the  public  came  on  the  rate  differential  between  the  public  pay 
patients  and  the  private  pay  patients.  This  varied  from  about  5% 
to  a  40%  differential  in  rates.  People  said,  "Why  does  my  mother 
have  to  pay  more  than  the  person  on  welfare  for  the  same  services?" 
There  was  some  question  as  to  whether  or  not  we  could  legally 
address  that  problem.  The  third  public  concern  was  over  admission 
fees  or  application  fees  for  admission,  and  over  homes  which  said, 
"We  will  admit  you  but  you  have  to  sign  over  your  estate  to  us 
before  you  can  come  in." 


In  an  effort  to  address  these  problems,  the  law  made  it  a 
condition  for  Medicaid  eligibility  in  the  State,  that  the  home 
would  have  to  agree  (1)  not  to  have  a  rate  differential  between 
public  pay  an  private  pay  in  excess  of  10%,  (2)  to  allow  a  free 
choice  of  vendor,  and  (3)  that  it  would  not  charge  any  admission 
fee  or  require  the  potential  resident  to  turn  over  his  estate  as  a 
condition  of  a  admission.  The  industry  has  gone  to  court  on  some 
of  these  requirements.  The  legislators  used  this  approach  because 
it  gives  the  home  an  option.  If  they  do  not  want  to  comply  with 
those  conditions,  they  do  not  have  to  take  Medicaid  patients.  Of 
course,  it  is  very  difficult  for  a  home  to  survive  without  Medicaid 
patients.  Most  homes  could  not  get  by  without  them.  From  a  legal 
point  of  view,  this  approach  may  get  by  in  court. 


Excluded  Co s t s :  The  last  area  addressed    was  the  one  of  what  costs 

should  be  excluded  from  the  reimbursement  formula.  The  legislature 
ended  up  excluding  items  such  as  political  contributions,  lobbying 
expenses,  advertising,  and  so  on.  Homes  were  to  be  denied 
reimbursement  for  these  costs. 

Briefly,  that  is  the  way  we  got  where  we  are,  and  the  issues 
we  tried  to  address  in  the  Minnesota  nursing  home  reimbursement 
bill. 
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MEDICAID  HEALTH  MAINTENANCE 
ORGANIZATIONS : 
EXPECTATIONS  AND  EXPERIENCE 


The  extraordinary  increases  in  Medicaid  expenditures  over  the 
past  few  years  have  forced  States  to  experiment  with  cost 
containment  strategies  that  attempt  to  improve  efficiency  with  the 
existing  system  or  create  an  alternative  mode  of  delivery.  The 
alternative  has  been  embodied  in  the  term  Health  Maintenance 
Organizations  (HMO).* 

HMOs  were  officially  ushered  onto  the  Federal  policy  scene  by 
the  Nixon  Administration  in  1971.  Based  on  the  experience  within 
large  prepaid  group  practices,  HMOs  were  billed  by  the  Federal 
government  as  a  delivery  system  that  would  (1)  lower  costs,  (2) 
provide  comparable  quality  of  care,  (3)  produce  general  consumer 
satisfaction,  (4)  maintain  health,  (5)  provide  a  "comprehensive"  as 
well  as  tightly  coordinated  benefit  package  to  its  enrollees,  (6) 
bring  mainstream  medicine  to  the  poor  and  aging,  (7)  rectify  the 
practice  of  "cream  skimming"  engaged  in  by  major  third  party  fiscal 
intermediaries,  (8)  introduce  competition  into  the  medical 
marketplace  and  (9)  remove  the  need  for  increased  government 
intervention  in  the  health  care  system  while  at  the  same  time 
acting  as  a  fiscal  tool  for  Federal  and  State  health  program.[l] 

If  the  Federal  government's  interpretation  and  vision  of  HMOs 
were  correct,  then  the  States  would  have  a  great  deal  to  gain  by 
transferring  their  Medicaid  clients  into  HMOs.  The  transfer  would 
improve  the  States'  ability  to  budget  program  expenditures 
accurately,  simplify  program  management,  eliminate  the  fraudulent 
and  abusive  practices  directly  linked  with  f ee-f or-service  —  such 
as  billing  for  undelivered  services  or  providing  unnecessary  care 
—  and,  most  importantly,  contain  costs.  At  the  same  time,  the 
State  could  offer  the  recipient  direct  access  to  organized  medical 
services.  The  promise  of  increased  access  to  comprehensive  care 
and  the  systematic  provision  of  preventive  medicine,  made 
mainstream  medicine  seem  like  a  feasible  objective. 

*  HMOs  are  "organizations  which  provide  comprehensive  health 
services  to  voluntarily  enrolled  consumers,  on  the  basis  of 
fixed  price  —  or  capitation  contracts." 
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A  basic  problem  with  the  Medicaid  HMO  strategy  is  that 
Medicaid  clients  are  not  evenly  distributed  throughout  a  State. 
Clients  tend  to  be  concentrated  within  the  inner  cities  of  large 
metropolitan  regions.  If  the  HMOs  are  to  be  accessible  to 
recipients,  they  must  be  located  near  or  within  poverty 
neighborhoods.  However,  that  location  discourages  enrollment  of 
non-Medicaid  members.  The  situation  is  compounded  by  a  phenomenon 
of  residential  "tipping".  Tipping  suggests  that  neighborhoods  are 
unable  to  maintain  a  heterogeneous  mix  of  residents,  once  the  poor 
households  grow  beyond  some  critical  percentage  of  the 
neighborhood.  It  has  been  estimated  that  this  point  is  roughly  20 
percent  of  the  residents .[ 2 ]  Once  this  tipping  point  is  reached, 
the  demographic  structure  of  the  neighborhood  changes  quickly. 
Middle  and  upper-middle  income  families  move  out  rapidly,  while 
more  poor  families  move  in.  Under  current  regulations,  an  HMO's 
Medicaid  membership  may  not  exceed  50  percent  of  its  total 
enrollment,  although  that  regulation  may  be  waived  if  an  HMO  is 
approaching  that  balance.*  If  an  HMO  begins  with  100  percent 
Medicaid  clients,  it  is  highly  unlikely  that  it  will  attract 
non-Medicaid  clients. 


Because  the  unemployed  and  working  poor  would  generally  be 
unable  to  afford  an  HMO,  an  HMO  must  jump  income  brackets  by 
starting  with  the  very  poor,  sidestepping  the  working  poor  and 
seeking  out  the  middle  class.  Marketing  efforts  for  non-Medicaid 
patients  are  complicated  by  both  geographic  and  socio-economic 
distance.  It  may  be  that  50  percent  Medicaid  enrollment  is 
basically  unstable,  that  is,  well  past  the  tipping  point.  It  would 
seem  that  an  HMO  would  have  either  a  good  deal  more  or  fewer 
Medicaid  enrollees  than  the  maximum  prescribed  by  regulation.  For 
discussion,  an  HMO  with  a  Medicaid  membership  greater  than  50 
percent  of  its  total  enrollment  will  be  considered  a  Medicaid  HMO. 
It  would  seem  that  the  Medicaid  HMO  constitutes  a  major  response  to 
the  Nixon  Administration's  health  maintenance  strategy. 
Lamentably,  rather  than  extend  mainstream  medicine  to  the  poor, 
this  has  served  to  legitimize  the  development  of  a  more  highly 
institutionalized  form  of  welfare  medicine. 


Editor's  Note:  A  Public  Health  Service  regulation  covering 
Federal  qualification  as  an  HMO  is  waivable;  Medicaid 
requirements  in  this  regard  are  not. 
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Between  1971  and  1973,  Medicaid  HMO  contracts  jumped  from  4  to 
66  with  a  total  HMO  Medicaid  enrollment  of  371,000.  HMOs  accepting 
Medicaid  recipients  accounted  for  55  percent  of  119  HMOs  in 
existence  in  1973  and  80  percent  of  the  82  HMOs  that  became 
operational  between  1971  and  1973.  The  well  established  prototype 
HMOs,  which  accounted  for  nearly  one-third  of  all  Medicaid 
enrollees,  had  become  involved  in  the  Medicaid  program  between  1966 
and  1971  —  long  before  the  term  HMO  had  become  an  accepted  part  of 
health  care  jargon.  Thus,  the  Health  Insurance  Plan  of  Greater  New 
York  (HIP)  first  enrolled  welfare  recipients  in  1966;  by  1973  it 
had  49,000  Medicaid  enrollees.  The  San  Joaquin  Foundation  first 
contracted  with  the  State  of  California  in  1968  and  had  enrolled 
43,000  Medicaid  recipients  by  1973.  Puget  Sound  became  involved  in 
Medicaid  in  1969,  Kaiser  and  Group  Health  Associates  of  Washington, 
D.C.  in  1971.  By  1973,  these  three  plans  had  respectively  enrolled 
4,600,  2,800,  and  1,000  recipients.  In  contrast  61  newly  organized 
HMOs  accounted  for  270,000  Medicaid  recipients  enrolled  in  1973. 
These  HMOs  enrolled  an  average  of  45,000  Medicaid  clients.  By 
comparison,  in  1974  all  HMOs  excluding  HIP  and  Kaiser,*  had 
approximately  10,000  enrollees  including  both  Medicaid  and 
non-Medicaid  members.  Nearly  half  of  the  1974  HMOs  had  a  total 
enrollment  of  less  than  5,000. 

These  figures  suggest  that  the  average  Medicaid  enrollment  in 
participating  HMOs  accounted  for  major  portions  of  new  HMO's 
membership.  Support  for  this  thesis  comes  from  a  variety  of 
sources.  A  January,  1975,  enrollment  survey  of  137  HMOs  throughout 
the  nation  showed  that  the  29  HMOs  with  more  than  50  percent 
Medicaid  enrollment  averaged  over  90  percent  Medicaid  membership. 
The  24  Medicaid  HMOs  that  became  operational  during  or  after  1972 
averaged  95  percent  Medicaid  enrollment.  Schlenker  noted  that  the 
survey  may  have  undercounted  the  number  of  Medicaid  HMOs  because 
only  137  of  the  180  HMOs  questioned  responded  and  because  a  number 
of  California  HMOs  were  among  the  missing  respondents .[ 3 ]  In 
California,  the  State  with  the  most  extensive  Medicaid  HMO 
experience,  58  of  the  77  operational  HMOs  in  1974  had  Medi-Cal 
contracts.  A  survey  that  year  of  California  HMOs  revealed  that  of 
the  41  responding  organizations,  27  reported  that  they  enrolled 
Medi-Cal  members  and  21  indicated  that  Medi-Cal  accounted  for  75 
percent  or  more  of  their  total  membership.  Three  years  later,  after 
considerable  scandal  and  legislative  and  executive  reform,  all  but 
one  of  the  18  HMOs  with  Medi-Cal  contractual  arrangements  had  more 
than  50  percent  Medicaid  enrollee  membership. 

*    Kaiser     and    HIP    accounted     for     70     percent     of  the     total  HMO 
enrollees  in  the  country. 
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In  Michigan,  former  0E0  Neighborhood  Health  Clinics  phased  out  of 
0E0  and  into  Medicaid.  Detroit  has  served  as  the  stage  for  this 
development.  Medicaid  enrollees  constitute  the  largest  proportion 
of  the  membership,  in  some  instances  the  only  membership,  of  these 
HMOs.  In  contrast,  the  Metropolitan  Health  Plan,  a  Detroit  HMO 
formerly  organized  by  the  UAW  in  1961 ,  does  not  have  a  single 
Medicaid  enrollee.  Despite  the  fact  that  the  Metropolitan  Health 
Plan  is  the  largest  and  oldest  HMO  in  the  area  with  a  working  and 
middle-class  membership,  the  State  has  been  unable  to  enter  into  a 
contractual  arrangement  with  it  to  include  Medicaid  clients.  Thus, 
functional  segregation  of  Medicaid  recipients  has  continued 
although  the  name  of  the  delivery  mechanism  has  changed. 


THE  MEDICAID  HMO  MODEL 

Why  should  a  predominance  of  Medicaid  enrollees  alter  an  HMO's 
activities?  And,  how  would  these  changes  occur?  California  has 
been  the  Medicaid  HMO  showcase.  In  response  to  a  1971  Medical 
Reform  Act  and  the  belief  that  $150  to  $300  million  could  be  saved 
through  this  alternative,  the  State  embarked  on  a  vigorous  campaign 
to  transfer  as  many  Medi-Cal  recipients  into  HMOs  as  possible.  The 
first  HMO  contract  was  signed  in  May,  1972.  By  the  end  of  1972, 
nearly  150,000  recipients  were  enrolled  in  21  HMOs. 

In  1974,  55  HMOs  had  signed  up  247,000  Medi-Cal  clients.  As 
the  HMO  activity  peaked,  a  series  of  State  and  Federal 
investigations  began  to  report  a  series  of  program  irregularities. 
Inappropriate  and  fraudulent  HMO  marketing  practices  were  common. 
For  example,  clients  were  told  that  their  Medicaid  coverage  would 
lapse  unless  they  signed  up,  benefits  were  exaggerated,  and 
recipients  were  not  told  that  they  would  no  longer  be  able  to  use 
their  old  physician  or  pharmacist.  There  were  indications  of  gross 
under-ut ilization  of  services.  One  study  showed  the  Medi-Cal 
recipients  in  prepaid  plans  experienced  36  percent  as  many  hospital 
admissions  and  hospital  days  as  f ee-f or-service  Medi-Cal  recipients 
and  15  percent  of  the  nursing  home  days  utilized  by  recipients  in 
the  f ee-f or-service  system. 
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Horror  stories  abound  about  denials  of  emergency  care  and  poor 
treatment.  A  1974  study  by  the  California  Auditor  General  revealed 
that  52  percent  of  the  $56  million  paid  to  15  Medi-Cal  HMOs  went 
toward  administrative  expenses  and  profits.*  Legislators  and 
former  executives  from  the  Reagan  Administration  often  acted  as 
middlemen  for  new  HMOs,  facilitating  the  Medi-Cal  contract.  This 
raised  charges  of  conflict  of  interest.  The  list  of  abuses  is  as 
unappealing  as  it  is  disturbing.  Subsequently,  tighter  legislative 
and  administrative  actions  resulted  in  a  decline  in  the  HMO 
program.  As  of  March,  1977,  18  Medi-Cal  HMOs  served  a  total 
enrolled  population  of  150,000  clients. 

The  California  experience  does  not  mean  that  all  HMOs  are 
inadequate  or  undesirable.  Nor  does  it  mean  that  HMOs  cannot 
adequately  serve  Medicaid  recipients.  Certainly  the  Medicaid 
experience  with  Group  Health  Association  and  Kaiser  shows  it  is 
possible.  California  does  suggest,  however,  that  the  assumption  of 
HMO  superiority  cannot  be  applied  to  HMOs  consisting  primarily  of 
Medicaid  recipients.  As  Hester  and  Sussman  noted  in  their  review 
of  the  New  York  Medicaid  experience: 

Often  advocates  of  prepayment  give  the  impression  that 
all  that  is  necessary  to  establish  an  HMO  is  to 
assemble  the  staff,  facilities,  enrolled  population, 
and  dollars.  Given  these  conditions,  the  "hidden  hand" 
of  economic  incentives  will  guide  the  operation  of  the 
program  in  the  desired  way.  This  simply  is  not  so. [4] 

The  Medicaid  HMO  distinguishes  itself  from  other  HMOs  by  the 
peculiar  relationship  that  it  has  with  the  welfare  bureaucracy. 
The  Medicaid  HMO  survives  and  flourishes  because  it  is  able  to 
satisfy  administrators  and  muster  political  support.  It  need  not 
be  in  compliance  with  regulations  as  long  as  it  appears  to  be 
moving  toward  compliance.  It  need  not  provide  specific  services  to 
clients  as  long  as  it  appears  to  be  delivering  basic  care. 
However,  the  HMO  must  maintain  a  constant  and  amiable  relationship 
with  the  appropriate  welfare  offices,  for  the  welfare  bureaucracy 
grants  approval,  permits  growth  and  negotiates  a  capitation  rate. 

*  The  benefit/cost  ratio  is  a  means  for  measuring  how  much  of  the 
premiums  is  returned  to  beneficiaries  in  the  form  of  benefits 
(and  how  much  is  siphoned  off  for  administrative  costs  and 
profits).  The  Medi-Cal  study  suggests  an  extremely  low  48 
percent  benefit/cost  ratio.  Medicaid,  Blue  Cross,  Blue  Shield, 
and  major  commercial  group  policies  usually  have  benefit/cost 
ratios  well  in  excess  of  90  percent. 
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Throughout  this  process,  actual  delivery  of  service  to  Medicaid 
patients  is  dependent  primarily  upon  the  bureaucracy's  ability  to 
monitor  the  HMO,  and,  secondly,  upon  the  clients'  ability  to 
penetrate  either  the  welfare  department  or  the  legislature. 
Unfortunately,  monitoring  an  HMO  is  no  small  task.  The  elimination 
of  the  f ee-f or-service  invoice  makes  it  even  more  difficult  because 
the  HMO  has  very  weak  incentives  to  supply  detailed  utilization 
data  to  the  welfare  department.  Such  information  represents  a 
considerable  cost.  It  is  administratively  difficult  to  collect. 
Further,  it  might  prove  needlessly  embarrassing.  In  short,  it  pays 
the  HMO  not  to  submit  utilization  reports.  The  Michigan  Department 
of  Social  Services  for  example,  has  been  involved  since  1971  with  a 
particular  HMO  consisting  almost  entirely  of  Medicaid  recipients. 
Six  years  after  the  initial  contract  the  State  had  not  received 
accurate  or  usable  utilization  data  from  the  HMO.  Despite  the  fact 
that  the  HMO  had  spent  hundreds  of  thousands  of  dollars  setting  up 
a  nonfunctional  information  system  (and  that  the  State  as  sole 
purchaser  paid  for  that  system)  the  Medicaid  agency  was  unable  to 
cajole,  threaten  or  beg  adequate  utilization  data  from  them.  In 
part  this  was  due  to  political  pressure,  in  part  to  ineptitude  in 
State  administration  and  in  part  to  the  State's  acceptance  of  the 
HMO's  attitude.  Nevertheless,  the  end  result  was  that  the  State 
continued  to  reimburse  this  organization  without  a  clear  idea  as  to 
who  was  providing  services  and  how,  where,  or  why  services  were 
being  provided . 

The  relationship  between  the  Medicaid  HMO  and  the  Medicaid 
agency  is  similar  to  the  relationship  between  a  long  term  care 
facility  and  the  Medicaid  agency,  particularly  when  the  nursing 
home  is  paid  on  a  flat  rate  basis  (a  fixed  amount  per  day  per 
recipient).  Both  the  HMO  and  nursing  home  have  agreed  to  provide  a 
set  of  comprehensive  services  to  a  fixed  population  for  a  fixed 
rate  per  person.  In  both  instances,  the  provider  maximizes  his 
revenues  by  minimizing  the  amount  of  services  he  provides.  In  each 
case,  the  State,  not  the  client,  is  the  critical  monitoring  source. 


Unlike  nursing  homes,  however,  Medicaid  HMOs  experience  a 
rapid  level  of  disenrollment .  Mobility,  ineligibility 
determinations,  voluntary  disenrollment,  all  contribute  to  a 
continually  high  turnover  in  the  enrolled  population.  In  New  York 
City,  for  example,  it  has  been  estimated  that  more  than  36  percent 
of  the  Medicaid  recipients  enrolled  in  HMOs  will  have  disenrolled 
within  one  year,  more  than  twice  the  non-Medicaid  rate.  Not  only 
does  high  enrollee  turnover  disrupt  the  HMO's  budgeting  and 
marketing  process,  it  negates  whatever  long  term  benefits  might  be 
derived  from  preventive  medicine.  It  encourages  a  short  term 
perspective  on  the  part  of  the  HMO.  This,  in  turn,  has  other 
detrimental  implications. 
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If  the  prepaid  group  practice  enters  the  market  only  in 
response  to  a  short-term  profit  opportunity,  it  has 
little  incentive  to  produce  the  amounts  and  quality  of 
services  which  would  attract  future  demand.  Under  these 
circumstances,  it  is  rational  for  the  plan  owners  to 
pursue  short-term  profits,  and  there  can  he  no  a  priori 
assurance  of  adequate  medical  performance  in  the  absence 
of  direct  regulation. [ 5 ] 

Under  the  generalized  HMO  model,  the  non-Medicaid  member's 
decision  to  join  and  remain  within  an  HMO  is  a  function  of  the 
member's  financial  contribution  to  his  capitation  payment,  the  cost 
and  frequency  of  use  of  out-of-plan,  non-covered  services  and 
perceived  accessibility  and  quality.  Within  a  Medicaid  HMO,  many 
of  these  forces  become  attenuated.  The  cost  of  the  care  is  free. 
Administrative  mismanagement  and  client  confusion  also  produce 
frequent  instances  where  enrollees  receive  free  out-of-plan 
services.  The  perception  of  quality  and  access  depend  on  what  an 
individual  is  accustomed  to  and  what  his  expectations  are.  This, 
in  turn,  is  related  to  the  patient's  education,  income  and 
sophistication  in  successfully  confronting  institutional  barriers. 
In  all  three  areas,  the  Medicaid  recipient  ranks  lower  than  his 
non-Medicaid  counterpart.  In  particular,  the  type  of  docile 
behavior  encouraged  by  the  welfare  agency  in  its  dealings  with 
clients  would  produce  HMO  members  least  likely  to  register  a 
grievance  or  "alter"  an  HMO's  performance. 


HMOs  developed  as  a  joint  political  and  organizational 
alternative  to  f ee-f or-service .  They  were  often  uncritically 
integrated  into  the  Medicaid  program.  Shortly  thereafter,  it 
became  clear  that  the  behavior  of  HMOs  specializing  in  Medicaid 
clients  differed  significantly  from  behavior  predicted  by  theory 
and  the  experience  of  established  HMOs.  States  have  reevaluated 
their  approach  to  this  alternative.  Although  caution  is  advisable, 
HMOs  should  not  be  eliminated  as  a  Medicaid  option.  The  use  of 
HMOs  in  a  welfare  program,  however,  requires  that  States  carefully 
monitor  HMO  marketing  practices,  delivery  of  services  and 
di senrollment .  In  the  absence  of  that  monitoring,  HMOs  may  prove  to 
be  an  alternative  that  is  more  costly  and  less  effective  than 
f ee-f or-service . 
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NATIONAL  HEALTH  POLICY: 
LESSONS  FROM  THE 
MEDICAID  JUNGLE 


Many  people  in  Washington  who  are  examining  National  Health 
Insurance  believe  that  the  States  are  unwilling  to  finance  and  are 
incapable  of  administering  a  large-scale  health  program.  If  we 
don't  agree  with  that  outrageous  statement,  then  I  think  we  have  to 
see  if  the  problems  with  Medicaid  do,  in  fact,  lie  elsewhere  than 
with  State  unwillingness  and  incapacity.  Have  we  learned,  perhaps, 
that  the  basic  concept  of  Medicaid  was  flawed,  that  the  Federal 
policy  leadership  might  have  been  less  than  firm  and  precise?  Or, 
perhaps,  we've  learned  that  the  problems  arise  from  the 
implementation  of  the  concept  with  an  administrative  jungle  of 
adversary  relationships  that  preclude  effective  management.  I'd 
like  to  examine  the  concept  and  the  implementation  and  see  what 
lessons  there  are  for  national  health  insurance,  and  then  discuss 
some  of  the  policy  issues. 

The  Medicaid  program  is  a  poor  program  for  poor  people.  This 
basic  flaw  in  concept  will  not  be  changed  until  some  form  of 
national  health  program  is  enacted  that  treats  all  persons  equally. 
For  those  of  us  who  would  place  the  values  of  equality  and  equity 
above  and  before  the  libertarian  values  of  economic  efficiency, 
then  the  Medicaid  concepts  of  welfare  medicine,  means  test 
eligibility,  limited  benefits,  variable  by  geographic  area  and 
income  levels,  client-oriented  controls  and  the  like  are  anathema 
and  should  be  changed  as  soon  as  possible.  If  the  basic  values  and 
concepts  are  flawed,  then  the  results  they  produce  and  the  way  they 
produce  those  results  cannot  be  a  model  for  national  health 
insurance.     Clearly,  Medicaid  cannot  be  a  model. 

Yet  the  issues  in  guaranteeing  care  for  the  population  as  a 
whole  are  much  the  same  as  those  with  which  the  Medicaid  and 
Medicare  programs  have  been  struggling  for  ten  years!  The  basic 
objectives  of  Medicare  and  Medicaid  were  to  make  certain  that 
eligible  persons  —  the  indigent,  the  medically  indigent  and  the 
elderly  —  received  adequate  care  and  were  relieved  of  the 
financial  burden  involved.  However,  Medicare  and  Medicaid  highlight 
all  the  inequities  of  financing  programs  that  deal  with  a  limited 
population  segment  and  reside  in  an  imperfect  private  market. 

Inadequate  financial  coverage  under  Medicare,  for  example,  has 
meant  significant  out-of-pocket  expenditures  for  the  elderly. 
Medicare     pays  only  40  percent  of     the  health  care  expenditures  for 
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the  aged  beneficiaries,  and  the  aged  today  are  paying  more  out  of 
their  own  pocket  for  medical  care  than  they  did  in  1965.  Unless  a 
ceiling  is  placed  on  the  person's  financial  liability,  the  goal  of 
eliminating  financial  burdens  will  not  be  achieved.  State 
variability  in  benefits  and  coverage  under  Medicaid  is  one  of  its 
major  problems,  but,  even  within  States  that  have  had  fairly 
liberal  programs,  the  inequities  of  means  test  medicine,  low 
practitioner  fees,  and  resulting  low  levels  of  provider 
participation,  the  escalating  cost  and  the  generally  poor  public 
image  of  the  program,  are  visible  indicators  of  failure. 

More  pertinent,  the  major  expenditures  under  these  programs 
have  supported  the  traditional  health  care  delivery  system  and 
helped  to  institutionalize  and  perpetuate  the  irrationality  of  many 
practices,  for  example,  increasing  specialization,  emphasis  on 
institutional  care,  emphasis  on  f ee-f or-service  practice  and 
fragmentation  of  patient  care.  Studies  have  demonstrated  that 
these  programs,  particularly  Medicaid,  have  made  little  change  in 
the  source,  frequency  or  purpose  of  medical  care.  Poor  families 
are  still  more  likely  to  receive  less  care  relative  to  need,  to 
depend  more  on  public  clinics,  and  to  have  a  higher  level  of 
illness-related,  rather  than  preventive,  medical  contact.  In 
effect,  Medicaid  has  solidified  the  dual  system  of  health  care,  one 
system  for  the  poor  and  another  for  the  more  affluent. 

Medicare  and  Medicaid  have  shown  that  investment  in  the 
expenditure  side,  without  complementary  adjustments  in  resource 
supply,  will  result  in  inflation  in  medical  care  costs.  It  should 
be  enough  to  note  that  the  $140  billion  we  are  now  spending  on 
medical  care  —  personal  health  care  services  —  in  this  country  is 
more  than  most  nations  have  as  their  total  gross  national  product. 
Only  seven  nations  in  the  world  have  a  gross  national  product 
greater  than  $140  billion. 


The  Medicaid  experience  should  teach  us  that  in  making  our 
choices  for  national  health  insurance,  we  cannot  and  should  not 
have  one  program  of  benefits  and  administration  for  the  poor  and 
another  for  the  more  affluent.  We  know  that  this  will  not  be 
equitable,  that  we  cannot  control  the  system  or  reform  it.  We 
cannot  and  should  not  try  to  administer  a  means-tested  eligibility 
system.  It  is  not  only  demeaning  and  dehumanizing,  but  it  is  also 
very,  very  expensive.  A  study  done  in  California,  for  example, 
showed  that  the  administrative  costs  were  $200  per  person  per  year 
to  find  a  person  eligible  for  the  medically-needy  program!  What  we 
should  learn  from  Medicaid  and  its  flawed  concept  is  that  we  need 
and  should  enact  a  national  program  of  comprehensive  benefits  for 
everyone  in  the  nation,  with  controls  on  the  providers,  not  the 
clients,  with  limitations  on  expenditures,  nationally  and  locally, 
and     with    reform    of     the  delivery  system.  This     would  be  the  most 


149 


equitable  as  well  as  most  efficient  and  economical 


to  administer. 


A  flawed  concept,  I  think,  necessarily  implies  flawed 
implementation  as  we  have  seen.  While  the  blame  has  largely  been 
placed  on  the  States,  the  problem  is  really  much  more  complex  and 
has  serious  implications  for  national  health  insurance.  I  speak  of 
the  current  fundamental  problems  of  the  adversary  relationships 
that  exist  generally  in  society,  that  seem  to  be  exacerbated  in  the 
health  care  system.  It's  a  phenomenon  that  some  observers  refer  to 
as  a  general  loss  of  civitas  in  our  society  —  loss  of  a 
spontaneous  willingness  to  obey  the  law.  The  fraud  and  abuse  in 
the  Medicaid  program  is  a  prime  example.  In  our  general  anger 
toward  the  poor  who  are  on  welfare,  are  we  failing  to  respect  the 
rights  of  others  and  are  we  unwilling  to  forego  private  wants  for 
public  needs?  Are  we  unwilling  to  consider  compromises  between  our 
private  organizational  interests  and  public  needs?  The  hospitals, 
for  example,  are  fighting  tooth  and  nail  against  cost  control 
measures.  All  of  these  phenomena  tend  to  create  adversary 
relationships  that  make  administration  of  programs  similar  to 
Medicaid  difficult, if  not  impossible,  to  regulate.  Without 
widespread  voluntary  compliance  with  regulations,  we  cannot 
regulate,  because  enforcement,  if  not  impossible,  is  extremely 
expensive . 

In  the  governmental  sector,  particularly  in  Medicaid,  we  have 
seen  the  adversarial  postures  in  relationships  between  the 
executive,  legislative  and  judicial  branches  at  a  level  more 
pronounced  than  might  commonly  be  expected.  However,  the 
adversarial  relationships  between  levels  of  government  and  between 
the  public  and  private  sectors  are  most  important  to  Medicaid 
administration.  The  services  of  the  Medicaid  program,  perhaps, 
constitute  an  excellent  example  of  the  nature  and  effects  of  these 
adversary  relationships.  In  some  instances,  Medicaid  has  created 
such  relationships.  In  other  instances,  it  has  made  them  worse. 
And,  in  still  others,  it  has  been  simply  an  innocent  bystander 
bearing  the  brunt  of  the  burden. 

Solving  the  problems  of  intergovernmental  relationships  is 
reportedly  a  high  priority  of  the  Carter  Administration  and  not 
simply  in  terms  of  fiscal  relief,  but  in  restructuring  incentives 
and  overcoming  the  adversary  relationships  which  have  been 
prevalent.  What  we  have  seen  is  a  tremendous  growth  in  Federal 
grants  to  States  and  localities  from  less  than  $1  billion  in  1945 
to  more  than  $70  billion  in  1977.  That  $70  billion  constitutes 
one-fourth  of  the  Federal  domestic  budget  and  contributes 
one-fourth  of  total  State  and  local  revenues.  The  largest  single 
block  of  Federal  grants  to  States  is  in  public  welfare,  including 
Medicaid.  The  States  have  had  an  incentive  to  maximize  the  Federal 
dollar,  and  correspondingly  to  minimize  the  State  dollar,  sometimes 
disregarding      actual       needs      and       frequently      skewing  program 
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objectives.  In  reaction,  the  Federal  government  now  attempts  to 
regulate  State  welfare  programs  almost  as  if  they  were  public 
utilities.  The  Federal  government  prescribes  rules  for  State  entry 
into  public  welfare  programs:  rules  for  the  quality  of  their 
performance,  standards  that  affect  their  expenditures  and  detailed 
processes  of  management  of  the  programs.  Gone  are  the  old  days  of 
the  Federal  pass-through  or  even  the  touted  Federal-State 
partnership.  In  its  place  is  the  Federal  Register  and  the  Code  of 
Federal  Regulations. 

Clearly,  Federal  regulation  of  the  States  has  evolved  in  the 
past  ten  years  in  part  as  the  result  of  the  adversary  relationship 
between  Congress  and  the  Executive  branch,  with  the  former 
developing,  not  more  precise  statements  of  policy  and  intent,  but 
increasingly  more  detailed  and  prescriptive  statutory  requirements. 
In  addition,  particularly  in  welfare  programs,  major  concerns  arise 
with  respect  to  expenditures  when  there  is  no  closed  end  on  the 
Federal  purse,  with  respect  to  inequities  between  States  and  with 
respect  to  apparent  poor  State  management  performance.  Thus, 
attempts  are  made  to  regulate  the  State  programs  by  limiting  the 
Federal  contribution,  by  mandating  standardization  and  uniformity 
and  by  providing  both  sanctions  and  penalties  to  improve 
performance.  Unfortunately,  it  is  only  conjecture  as  to  what  are 
realistic  norms  of  performance  in  a  program  like  Medicaid. 
Therefore,  to  achieve  expenditure  control,  standardization  and 
uniformity  and  better  management,  Federal  regulation  is  forced  to 
concentrate  on  the  process  of  carrying  out  the  program,  not  the 
product  or  outcome. 

What  has  been  the  effect  of  this  kind  of  process-oriented 
regulation  of  the  State?  First,  sanctions  and  penalties  clearly 
have  moved  State  programs  along  in  some  instances:  the  "stick",  if 
nothing  else,  gets  attention.  And,  the  threat  that  penalties  will 
be  applied  has  stimulated  action.  Yet  the  regulations  and  their 
enforcement  have  created  tremendous  ill-will  between  the  States  and 
at  least  the  Regional  Offices  of  HEW,  if  not  also  the  Central 
Office.  State  staff  will  not  openly  share  information  about  the 
program  with  Regional  Office  staff  for  fear  that  it  will  be  used 
against  them  in  audits,  sanction  reports,  and  penalty  citations. 
HEW  staff  that  should  be  available  for  technical  assistance  are 
used  for  audits  and  lose  their  effectiveness.  Inequities  in 
enforcement  among  regions  are  blatant. 

Contradictions  occur  that  are  difficult  to  resolve.  In  most 
of  Medicaid,  the  problem  seems  to  be  how  to  curb  overutilization 
that  is  presumed  to  be  rampant.  In  a  program  like  Early  and 
Periodic  Screening  Diagnosis  and  Treatment  (EPSDT) ,  the  focus  of 
concern  is  underutilization.  One  wonders:  if  there  are  really 
grounds  to  assume  that  overuse  and  abuse  of  the  system,  generally, 
by  clients,  does,  in  fact,  exist? 
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What  are  the  implications  for  national  health  insurance  if 
this  kind  of  adversary  relationship  developed  as  part  of  the 
administrative  process  in  Medicaid?  Presumably  the  States  might 
play  a  more  or  less  important  role  in  national  health  insurance, 
ranging  from  the  kind  of  role  currently  undertaken  in  Medicare,  to 
possible  broader  responsibilities  deriving  from  the  National  Health 
Planning  and  Resource  Development  Act.  However,  irrespective  of 
the  role,  two  main  implications  can  be  drawn.  First,  the  current 
adversary  atmosphere  exists,  in  large  part,  because  of  the  nature 
and  structure  of  the  decentralized  management  control  process. 
Presumably,  under  national  health  insurance,  there  will  be  major 
decentralization  of  management  functions,  whether  to  the  States,  to 
private  agents,  to  regional  structures,  or  to  decentralized  offices 
of  a  Federal  agency.  Therefore,  if  centralized  management  control 
of  decentralized  implementation  is  to  be  effective,  it  must  focus 
on  performance,  not  process,  and  must  structure  the  communication 
processes,  management  performance  standards  and  incentives,  in 
order  to  maximize  agreement  on  ends  as  well  as  means.  We  must 
learn  from  Medicaid  and  from  Medicare  what  does  and  does  not  work 
in  that  kind  of  a  communications  process.  Secondly,  national 
health  insurance  policy-makers  and  administrators  should  accept 
that  in  a  heterogeneous  nation,  variation  is  not  only  acceptable, 
but  desirable.  Provided  that  inequities  are  removed  and  minimums 
are  met,  uniformity  and  standardization  need  not  be  absolute  and 
inflexible  goals. 

Perhaps  the  most  crucial  area  that  apparently  has  become 
highly  adversarial  is  that  between  the  private  and  the  public 
sectors.  We  see  rising  unit  prices  and  costs  of  private  providers 
of  service;  evidence  of  increasing  incomes  of  practitioners; 
increasing,  uncontrolled  revenues  to  hospitals  and  nursing  homes; 
and  escalating  publicity  on  the  fraud  and  abuse  in  both  public  and 
private  programs.  Then  we  have  the  public  sector  responding  with 
what  I  like  to  term  the  "control-of-the-month"  —  HMOs,  HSAs, 
PSROs,  prospective  reimbursement  fee  schedules,  second  opinion 
surgical  consultations,  certificates  of  need,  prior  authorization, 
fee  screens,  hospital  rate  reviews  and  on.  As  soon  as  a  new 
control  is  drafted,  someone  brings  a  lawsuit  and  we're  back  in 
court.  The  adversary  relationship  is  rampant,  no  one  trusts 
anyone,  and  Medicaid  has  done  its  share  to  extend  the  problem. 
However,  Medicaid  has  tried,  but  found  that  it  cannot  regulate  the 
system  effectively  when  it  deals  with  only  10  percent  of  the 
population  and  that  population  is  poor.  Unfortunately,  in  learning 
that  lesson,  it  has  driven  providers  away  from  serving  its 
population  and,  consequently,  has  not  served  its  clients  well. 
Provider  participation  is  a  major  problem  in  most  States,  with 
providers  vying  for  reasons  to  give  for  non-participation.  The 
reasons  include  fees,  too  much  paperwork,  over-regulation,  and 
assertions  that  "these  people  won't  keep  appointments,  won't  follow 
orders ." 
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Without  dwelling  on  the  examples  of  the  adversary  relationship 
created  between  the  public  and  private  sectors,  I  think  the  issues 
for  a  national  health  policy  and  implementation  are  obvious.  Unless 
we  can  forge  some  better  partnerships,  unless  we  can  learn  how  to 
balance  regulation  and  competition,  unless  we  learn  to  trust  "them" 
and  "they"  learn  to  trust  "us",  we  will  not  be  able  to  implement 
national  health  insurance. 

Trade-offs  between  the  equity  to  be  achieved  through  public 
accountability  and  the  efficiency  attributed  to  the  private  sector 
will  be  needed  and  will  be  made.  Within  these  trade-offs,  some 
attention  must  be  placed  upon  the  irrational  and  fragmented  nature 
of  the  methods  we  are  using  to  regulate.  Simplification, 
consolidation,  congruence  are  essential.  How  long  can  we  live  with 
the  PSRO,  battling  over  data  with  the  HSA,  which  was  trying  to 
prevent  the  building  of  a  hospital  for  the  HMO,  which  in  turn,  is 
fighting  the  rate  review  commission,  which  is  in  a  turf  battle  with 
the  State  health  planning  and  development  agency,  which  is  under 
pressure  from  the  State  nursing  home  licensing  agency  to  do 
something  about  the  new  State  Medicaid  policy  related  to  Medicare. 
Surely,  no  national  legislative  process  created  that  system. 
Surely,  no  rational  bureaucrat  would  perpetuate  it. 

I  don't  believe  I've  exaggerated  the  situation,  its 
pervasiveness,  nor  its  seriousness.  Adversary  relationships  do  now 
exist.  I'm  concerned  because  I  think  these  adversary 
relationships,  if  they  are  allowed  to  continue,  will  create 
barriers  to  any  effective  implementation  of  national  health 
insurance  when  it  is  enacted.  However,  none  of  the  conditions  I 
have  described  are  irreconcilable  or  irreversible.  No  doubt,  they 
will  be  very  difficult  to  reverse,  even  with  dedicated  leadership. 
Nonetheless,  we  must  take  steps  to  assure  that  (1)  executive  and 
legislative  branches  work  together,  not  only  to  define  reasonable 
policy  and  enforceable  laws,  but  also  to  develop  programs  capable 
of  being  implemented;  (2)  inappropriate  lawsuits  do  not  inundate 
the  courts  when  arbitration  would  be  a  more  appropriate  remedy;  (3) 
decentralized  management  control  techniques  offering  appropriate 
incentives  to  meet  defined  performance  objectives  are  structured; 
and,  (4)  new,  more  rational  and  interrelated  regulatory  models  are 
developed  in  partnership  with  the  public  and  private  sectors. 
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I  would  like  to  conclude  with  some  thoughts  on  how  to  move 
from  Medicaid  to  national  health  insurance  and  some  of  the  major 
issues  that  will  be  under  consideration  in  national  health 
insurance.  Assuming  that 

-  Mr.  Carter  keeps  his  campaign  pledge  to  propose  a  national 
health  program  which  will  have  comprehensive  benefits, 
mandatory  and  universal  coverage  combined  with  public 
financing  and  with  a  role  for  the  private  sector; 

-  Mr.  Carter  will  keep  his  pledge  to  put  that  proposal 
before  the  Congress  early  next  year;  and  assuming  that 
there  are  at  least  four  committees  of  Congress  that  will 
hold  hearings  on  the  proposal  and  report  out  bills; 

a  conference  between  the  two  houses  will  result  in  some 
agreement  between  the  two  houses,  and 

the  President  has  taken  an  active  role  in  pushing  for  the 
legislation, 

it  is  possible  that  there  may  be  a  national  health  insurance  bill 
signed  into  law  before  the  next  presidential  election. 

Hopefully,  the  law  will  permit  at  least  a  two-year  lead-time 
for  implementation.  Conceivably,  the  earliest  that  Medicaid  would 
be  replaced,  or  modified,  or  retained  would  be  1982.  Beyond  the 
improvement  of  Medicaid  and  the  potential  that  you  have  for  showing 
how  to  do  it,  it  seems  to  me  that  you  in  the  State  legislatures  are 
in  a  unique  position  to  move  more  rapidly  than  the  Federal  level  to 
bring  about  some  changes  in  the  delivery  system. 

Effective  control  of  total  health  care  expenditures  needs 
attention  within  the  total  system.  Some  States  are  now  developing 
public  utility  models  for  health  care,  controlling  capital 
expenditures,  supply,  institutional  rates,  and  improving 
competition  between  HMOs  and  other  kinds  of  organized  delivery 
systems.  These  will  be  some  of  the  more  effective  ways  of  keeping 
the  rate  of  increase  in  Medicaid  expenditures  down,  as  well  as  in 
the  rest  of  the  system.  You  cannot  change  the  system  only  with 
Medicaid,  nor  can  you  at  the  State  level  reverse  the  problems  of 
inflation,  unemployment,  and  long  term  care  which  are  some  of  the 
major  problems  in  Medicaid  expenditure  increases.  These  demand 
national  solutions.  So,  presumably,  you  will  also  be  active  in 
trying  to  influence  the  national  scene?  What  is  your  position  in 
the  States  on  the  role  of  States  under  national  health  insurance? 
This  probably  will  be  one  of  the  key  decisions  on  national  health 
insurance  policy. 
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Do  all  the  States  actually  agree  on  the  goals  they  want  from 
national  health  insurance?  Equity  versus  efficiency,  public  versus 
private  sector  roles?  Where  are  you  on  a  health  security  plan 
versus  a  mandated  private  health  insurance  plan?  Are  you 
knowledgeable  about  the  various  options  that  will  affect  your 
future  roles,  the  States'  future  roles  in  the  health  sector?  At 
one  end  of  the  spectrum  are  the  plans  that  would  nibble  away  at  the 
margin  or  fiddle  away  at  the  fringes  with  small  incremental  changes 
offering  protection  only  to  small  segments  of  the  population.  At 
the  other  extreme  are  proposals  for  a  national  health  service  which 
would  incorporate  financing  from  general  revenues,  physicians  in 
group  practices  employed  by  the  Federal  government,  publicly-owned 
hospitals,  administration  through  Federal,  State  and  local 
agencies.  In  between  these  extremes,  lie  a  wide  spectrum  of 
specific  proposals,  none  of  which  will  be  enacted  as  currently 
drafted . 

There  will  be  four  major  areas  of  debate.  First,  the  role  of 
the  private  sector,  particularly  the  private  health  insurance 
industry,  concerning  administration,  potential  financing  or  under- 
writing will  be  discussed.  This  is  related  to  the  amount  of  money 
that  can  go  directly  on  to  the  Federal  budget.  The  second  major 
issue  will  be  the  role  of  the  States  —  in  program  financing  and  in 
administering.  A  third  major  area  of  concern  will  be  phasing  and 
timing:  what  benefits  will  be  phased  in,  when,  and  for  how  long. 
Will  there  be  phasing  in  and/or  phasing  out  of  cost  sharing  later 
on,  and  how  long  will  we  take  on  some  of  these  phases?  And 
finally,  we  must  consider  the  structure  of  controls  and  incentives 
in  the  system.  Are  we  going  to  try  to  impose  controls  on  the 
demand  side,  on  the  client  side,  or  are  we  going  to  emphasize 
controls  on  the  provider  side?  I  would  assume  that  you  will  become 
more  active  in  lobbying  at  the  national  scene  on  some  of  these 
issues . 

I'd  like  to  just  conclude  with  a  philosophical  note.  I  don't 
think  we  question  any  longer  that  the  public  sector  plays  the 
pivotal  and  dominant  role  in  our  economy.  Nor  can  we  deny  that 
individual  demands  for  equal  rights  mean  rising  expectations  for 
basic  entitlements  to  income,  health  care,  housing,  as  well  as 
education.  While  society  must  achieve  the  appropriate  trade-off, 
between  economic  growth  and  income  distribution,  it  must  do  so  with 
equity,  giving  everyone  a  sense  of  fairness  and  assuring  that 
people  actually  become  more  equal  so  they  can  be  treated  equally. 
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THE  MEDICAL  CARE  SYSTEM  UNDER  NATIONAL 
HEALTH  INSURANCE:     FOUR  MODELS  THAT 
MIGHT  WORK  AND  THEIR  PROSPECTS 


OVERVIEW 


It  appears  that  the  American  medical  care  system  will  require 
significant  change  under  any  foreseeable  form  of  national  health 
insurance  (NHI).  Indeed,  the  medical  care  system  is  so  central  to 
every  issue  now  pressuring  government  to  intervene  in  health  care, 
that  significant  change  appears  unavoidable  even  in  the  absence  of 
NHI.  Therefore  in  asking  what  kind  of  NHI  we  want,  Americans  must 
begin  asking  what  kind  of  future  medical  care  system  we  want:  they 
are  the  same  question.  This  paper  examines  the  forces  compelling 
change  and  the  major  options  open  to  us.  The  principal  points  are 
summarized  below: 


Americans  increasingly  believe  that  medical  care  use  should 
be  determined  not  by  income  and  personal  circumstance  but 
by  some  standard  of  need.  Medicare  and  Medicaid  and  the 
growing  interest  in  NHI  are  expressions  of  this  belief. 
The  dilemma  is  that  we  already  know  how  to  practice  a  style 
of  medicine  in  the  United  States  which,  if  extended  equally 
to  all,  would  be  far  more  expensive  than  this  nation  would 
or  should  pay. 

The  ability  of  American  medicine  and  technology  to 
elaborate  this  style  is  almost  endless:  the  medical  care 
system  can  legitimately  absorb  every  dollar  society  will 
make  available  to  it.  Already  this  costly  elaboration  is 
occurring  under  Medicare,  Medicaid  and  comprehensive 
private  insurance  to  such  an  extent  that  government  has 
felt  compelled  to  intervene  more  and  more  strongly  in  the 
medical  care  system.  Despite  this  intervention,  medical 
care  expenditures  have  risen  more  than  300  percent  in  the 
last  ten  years  with  little  detectable  improvement  in  the 
nation's  health. 


-  This  cost  escalation  is  unlikely  to  abate.  It  is  deeply 
rooted  in  the  structure  and  incentives  of  the  present 
medical  care  system  and  its  financing.  Considering  that 
present  health  insurance  artificially  lowers  the  price  to 
the  consumer  and  provides  a  virtual  blank  check  to  the 
medical  care  system,  which  has  every  professional, 
financial,  legal  and  ethical  incentive  to  do  more,  it  seems 
doubtful  that  costs  can  be  acceptably  contained  short  of 
significant  change  in  the  present  system. 
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(As  one  example,  in  the  next  few  years  the  United  States 
could  spend  $20  billion  on  just  one  new  procedure,  coronary 
bypass  surgery,  alone.  If  one  had  $20  billion  to  spend  on 
the  health  and  well-being  of  the  United  States,  would  he 
spend  it  on  a  single  procedure,  particularly  on  one  whose 
range  of  efficacy  is  not  yet  established?  Would  he  even 
spend  it  on  medical  care  alone,  given  that  non-medical 
interventions  —  nutrition,  environment,  safety  —  have 
equal  or  greater  impact  on  health?  The  point  is  that  under 
the  present  system  there  is  no  choice:  present  health 
insurance  commits  us  to  buy  whatever  the  medical  care 
system  chooses  to  do.  This  example  can  be  endlessly 
multiplied . ) 

Thus  health  care  is  no  longer  a  benign  issue.  Medical  cost 
escalation  is  already  placing  severe  strain  on  public  and 
private  budgets,  increasingly  impinging  on  our  ability  to 
finance  other  equally  important  national  priorities. 
Should  NHI  force  us  to  overspend  for  medical  care,  the 
health  and  well-being  of  the  nation  could  actually  be 
reduced.  Eventually,  the  nation  will  be  forced  to  do 
everything  and  anything  necessary  to  contain  medical  costs. 

Present  research  and  experience  suggest  three  basic 
approaches  that  might  contain  costs:  (1)  increased 
consumer  cost-sharing  (higher  deductibles  and  coinsurance, 
but  with  some  maximum  limit  on  what  the  consumer  must  pay) 
to  make  consumers  more  cost-conscious;  (2)  more  prepaid 
alternative  delivery  systems  (such  as  HMOs,  etc.)  which 
strongly  alter  provider  incentives;  and  (3)  extremely 
strong  public  utility  regulation  (most  likely  requiring  the 
power  to  fix  total  expenditures  in  advance).  An  effective 
NHI  program  will  combine  one  or  more  of  these  approaches. 
(But  whatever  combination  of  approaches  is  chosen,  it  must 
be  built  into  NHI  as  a  central  feature;  effective  cost 
containment  is  too  complex  to  be  tacked  on.) 

Each  of  the  three  approaches  above  exerts  significant  but 
different  changes  in  the  medical  care  system  and  its 
financing.  But  presently  there  is  little  awareness  or 
consensus  for  change  of  this  magnitude  by  either  the  public 
or  providers.  Consequently,  effective  cost  containment 
strategies  will  be  politically  long  and  difficult  to 
implement,  whereas  ineffectual  strategies  will  be  easy  (and 
very  expensive)   to  fall  into. 

To  learn  what  works  and  to  build  consensus,  public  debate 
and  incremental  action  on  some  consistent  combination  of 
the  three  potentially  effective  approaches  should  begin 
now,    well     in  advance  of  NHI.       The  debate  should  focus  on 
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what  future  medical  care  system  we  want  and  in  which 
directions  proposed  incremental  actions  are  likely  to  lead 
us.  Immediate  incremental  actions  should  be  designed  to 
learn  more  about  all  three  approaches  in  mutually 
consistent  ways  which  do  not  foreclose  the  available 
options.  Such  actions  might  include  making  existing 
cost-sharing  more  simple,  more  strongly  encouraging 
alternative  delivery  systems,  and  focusing  on  regulation 
presaging  an  eventual  "lid"  on  total  expenditures. 


FINDINGS  AND  CONCLUSIONS 


The    Problem:  National    health    insurance  may    seriously  aggravate 

medical     care  cost     escalation  and    maldistribution.     Even  without 

NHI,  medical  cost  escalation  makes  government  action  virtually 
inescapable. 


1 .  As  we  learned  from  Medicare  and  Medicaid  and  the 
continuing  spread  of  comprehensive  private  health 
insurance,  present  health  insurance  —  whether  public  or 
private  —  is  one  of  the  principal  causes  of  serious  cost 
escalation.  Present  health  insurance  artificially  lowers 
the  price  to  the  consumer,  gives  a  blank  check  to  the 
provider,  and  leaves  payment  in  the  hands  of  a  weak  third 
party,  the  insuror,  in  no  position  to  control  either  the 
use  or  cost  of  services.  As  a  result,  normal  market 
mechanisms  for  cost  constraint  and  efficiency  are 
destroyed . 


2.  The  other  principal  cause  of  cost  escalation  is  the  nature 
of  medical  care  and  the  structure  and  incentives  in  the 
medical  care  system  itself.  The  medical  care  system  can 
legitimately  absorb  every  dollar  society  will  make 
available  to  it,  and  has  every  incentive  to  do  so.  The 
style  and  standards  of  medical  care  are  indefinitely 
expansible.  By  more  and  more  elaborate  diagnostic  tests 
and  therapeutic  procedures,  providers  can  always  try  to 
provide  greater  safety  margins  for  treatable  patients  and 
try  to  treat  more  and  more  hopeless  cases.  Technology  is 
continually  expanding  these  possibilities.  Moreover,  the 
professional  and  financial  incentives  on  providers  in  the 
present  medical  care  system  are  powerfully  skewed  toward 
high  cost,  highly  technological  care.  Professional 
challenge,  reputation  and  income  all  increase  with 
increasing  specialization  and  more  elaborate  levels  of 
care,  giving  rise  to  a  kind  of  medical  Parkinson's  law: 
standards  of  practice  rise  to  absorb  the  dollars 
available . 
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3.  This  combination  of  factors  —  health  insurance  removing 
the  cost  constraint  from  providers  with  powerful 
incentives  for  high  cost  care*  —  has  produced  a  large, 
poorly  distributed,  inefficient  medical  care  system  with 
chronic  cost  escalation  out  of  all  proportion  to  any  real 
or  expected  gains  in  health.  The  cost  escalation  is 
predominantly  demand-pull  rather  than  cost-push.  Costs  do 
not  push  up  prices;  rather,  insurance  allows  prices  to  be 
raised  and  providers  put  the  dollars  into  higher  cost 
activities.  Contrary  to  popular  expectation,  aside  from 
certain  underserved  subgroups  there  is  little  indication 
that  more  medical  care  will  make  measurable  improvement  in 
the  nation's  health.  Overall  we  appear  to  be  beyond  the 
point  of  diminishing  marginal  returns,  where  very  large 
expenditures  are  needed  to  make  even  small  gains  for  a  few 
additional  people.  Improvement  in  health  levels  is  more 
likely  from  improvement  in  nutrition,  lifestyle  and 
environment  than  from  further  investments  in  medical  care. 

A.  Even  without  NHI,  medical  cost  escalation  is  now  so 
chronic  and  severe,  its  pressure  on  public  and  private 
budgets  so  great,  that  government  action  appears 
unavoidable;  NHI  will  hasten  such  action.  In  just  ten 
years,  medical  expenditures  have  risen  from  5.9%  to  8.3% 
of  GNP.  So  drastic  a  rate  of  cost  escalation  in  so  large 
an  industry  (which  NHI  would  compound)  not  only 
constitutes  significant  inflationary  pressure  on  the 
economy  generally,  but  places  extreme  pressure  on  public 
budgets,  which  pay  40%  of  the  bill.  Just  the  annual 
increase  in  Medicare  and  Medicaid  alone  —  $5  billion 
dollars  and  growing  —  will  shortly  exceed  the  cost  of  all 
other  HEW  health  programs  combined,  increasingly  impinging 
on  our  ability  to  finance  other  equally  important  national 
priorities.  Even  if  some  combination  of  public  and  private 
financing  sources  for  NHI  could  be  found  today,  at  current 
rates  of  medical  cost  escalation  we  must  be  prepared  to 
see  the  burden  on  those  sources  double  in  less  than  eight 
years.  Thus  without  effective  action,  the  medical  care 
system,  especially  under  NHI,  threatens  to  become  a  vast 
vacuum  cleaner,  sucking  up  uncontrollable  amounts  of  GNP 
and  scarce  tax  dollars  for  medical  care. 

It  should  be  emphasized  that  the  problem  is  structual,  not 
conspiratorial.  When  someone  else  pays,  providers  try  to  do  too 
much  and  patients  want  the  best,  including  comfort  and 
convenience,  regardless  of  cost  or  potential  effectiveness.  The 
system  is  therefore  misbehaving  exactly  the  way  society  rewards 
it  to  misbehave. 
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Basic  Options:  It  is  doubtful  that  medical  costs  can  be  acceptably 
contained  short  of  significant  change  in  the  present  medical  care 
system  and  its  financing.  Any  effective  cost  containment  strategy 
must  consider  what  kind  of  future  medical  care  system  Americans 
want . 

1.  Cost  escalation  will  not  yield  to  quick  band-aid 
solutions.  Effective  strategies  must  intervene  and  alter 
the  deeply  rooted  incentives  in  the  present  system  of 
medical  care  and  health  insurance  described  above.  We 
already  know  how  to  practice  a  style  of  medicine  in  this 
country  which,  if  extended  equally  to  all,  would  cost  more 
than  the  nation  would  or  should  pay.  We  shall  have  to 
actively  discourage  aggressive,  elaborate  (high)  styles  of 
practice,  and  encourage  equally  effective  but  more 
conservative  and  efficient  (low)  styles.  High  style  care 
is  not  necessarily  bad  or  unnecessary;  indications  for 
medical  intervention  are  so  imprecise  that  acceptable 
styles  of  practice  can  vary  100%  in  per  capita 
utilization.  It  is  simply  cost  ineffective,  i.e.,  we 
accomplish  more  health  spending  our  money  in  other  ways. 
Therefore,  high  style  will  not  be  curtailed  by  controls 
simply  aimed  at  bad  or  unnecessary  care,  no  matter  how 
powerful.  It  will  be  curtailed  by  strategies  altering  or 
countering  incentives  in  the  present  system  supporting 
high  styles. 

2.  There  are  three  major  options  which  present  research  and 
experience  suggest  might  contain  cost.  Each  has  quite 
different  impacts  on  the  present  system  of  medical  care 
and  health  insurance.  All  will  be  politically  difficult 
to  implement.  The  three  options  correspond  to  the  three 
parties  with  power  to  control  cost  and  use  of  services, 
who  could  replace  the  weak  third  party  payer: 
respectively  (1)  the  consumer,  (2)  the  provider,  and  (3) 
the  government.  The  first  two  approaches  anticipate  less 
government  involvement  ("consumer  market  oriented");  the 
third  anticipates  increased  government  involvement 
("public  utility  oriented").  An  effective  cost  strategy 
will  combine  one  or  more  of  these  options. 

Consumer  cost-sharing:  Presently  if  the  consumer  is 
fully  insured,  he  has  no  incentive  to  be  an  efficient 
user  of  care.  This  approach  would  use  large 
coinsurance  and  deductibles  to  induce  the  consumer  to 
use  care  more  prudently.  (Financial  protection  can 
still  be  assured  by  limiting  the  consumer's  cost-share 
to  some  maximum  amount.  Rias  against  the  poor  can  be 
avoided  if  the  cost-share  is  income-related).  This 
approach    entails  the  least  change     in  the  medical  care 


160 


system,  but  other  controls  will  be  necessary  for 
catastrophic  care  above  the  consumer's  maximum 
cost-share  limit.  However,  cost  sharing  of  the 
magnitude  necessary  to  work  effectively  involves  taking 
away  existing  benefits,  which  is  extremely  difficult 
politically. 


-  Provider  Incentives:  Providers  are  presently  rewarded 
for  cost-raising  behavior.  This  approach  would 
reorganize  the  private  medical  care  system  so  that  it 
has  improved  structure  and  incentives  for 
cost-effective  performance;  the  encouragement  of  HMOs 
and  other  prepaid  alternative  delivery  systems  are 
examples.  However,  considerable  private  initiative 
will  be  needed  to  create  sufficient  change  to  influence 
the  behavior  of  the  entire  medical  care  system. 
Encouraging  the  necessary  motivation  and  acceptance 
will  be  difficult.  (Incentive  reimbursement  of  fee-for- 
service  providers  may  also  be  possible,  but  this  verges 
more  toward  the  regulatory  approach  below  since  it  must 
be  compulsory  to  work.) 


-  Public  Utility  Regulation:  Public  cost  controls  are 
presently  limited  to  Medicare  and  Medicaid,  which 
simply  squeezes  the  old  and  the  poor  rather  than  the 
medical  care  system.  This  approach  would  place  public 
utility  controls  on  the  medical  care  system,  with 
price,  entry  and  quality  controlled  by  regulation. 
However,  experience  in  other  regulated  industries  and 
other  countries  suggests  the  controls  must  be  extremely 
powerful  and  carefully  designed  to  work  well,  most 
probably  requiring  that  government  have  the  power  to 
fix  the  budget  for  regulated  services  in  advance. 
Regulatory  intervention  is  the  simplest  approach  to 
implement  incrementally,  but  controls  of  the  magnitude 
to  work  effectively  will  require  substantial  change  in 
the  medical  care  system,  and  will  be  a  long  difficult 
course  politically. 


Six  Illustrative  NHI  Models  and  Their  Prospects:  Taking 
considerable  liberty,  existing  NHI  proposals  fall  roughly  into  the 
following  models.  Because  they  demand  change,  effective  NHI  models 
will  be  politically  difficult  to  implement,  whereas  expensive 
ineffectual  models  are  politically  easy  to  fall  into. 

1.     Two  Models  Likely  to  Fail 

Model  1  -  The  Present  Medical  Care  System  with  Universal 
Third  Party  Coverage.  This  model  would  leave  the  present 
medical      care      system      unchanged      and       simply  extend 
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comprehensive  third  party  reimbursement  insurance  to  all. 
Because  it  leaves  existing  institutions  alone,  it  would 
attract  considerable  initial  political  support.  But,  as 
noted  earlier,  this  model  will  severely  aggravate  cost 
escalation.  It  is  therefore  unstable;  runaway  cost  will 
force  intervention,  probably  in  the  form  of  ever 
increasing  regulation,  and  the  nation  will  eventually  move 
at  great  expense  to  a  more  successful  model. 

Model  2  -  Piecemeal  Public  Utility  Controls  with 
Universal  Third  Party  Coverage.  This  model  establishes 
public  utility  controls  on  the  separate  pieces  of  the  cost 
equation:  price  and  fee  controls,  utilization  controls, 
facilities  controls,  etc.  The  model  will  likely  fail, 
even  with  quite  strong  controls.  As  Phase  III  showed, 
even  if  prices  and  fees  are  well  controlled,  total  costs 
go  up  because  providers  can  always  increase  the  quantity 
and  mix  of  services  toward  higher  style.  But  (besides 
difficulties  of  sheer  volume  and  the  ill-defined  nature  of 
services)  control  of  service  quantity  and  mix  requires 
medical  judgment,  an  impossible  conflict  of  interest.  All 
regulated  industries  risk  capture  by  the  regulated;  this 
approach  virtually  demands  it.  Nevertheless,  because 
regulation  can  be  incrementally  implemented,  this  model 
will  be  politically  popular.  The  danger  is  that  as  costs 
continue  to  escalate,  the  medical  care  system  will  be 
immobilized  under  ever  increasing,  expensive  but 
ineffectual  controls  difficult  to  dismantle  when  the 
nation  finally  tries  to  move  on  to  a  more  successful 
approach . 

Four  Models  That  Might  Work 

Model  3  -  Universal  Major  Risk  Insurance  (MRI).  This 
model  emphasizes  consumer  cost  sharing.  The  consumer  is 
totally  insured,  but  only  for  medical  expense  in  excess  of 
10%  of  his  income.  (The  plan  could  be  even  more  strongly 
income  related  if  desired).  Thus  while  totally  protected 
financially,  consumers  would  pay  most  medical  bills 
out-of-pocket,  placing  powerful  market  pressure  on 
consumers  to  use  care  prudently  and,  thereby,  on  providers 
to  hold  cost.  This  approach  would  have  to  be  supplemented 
with  strong  controls  on  catastrophic  care.  However,  the 
great  majority  of  people  now  have  basic  benefits  below  the 
income-related  deductible  of  MRI,  vitiating  MRl's  cost- 
sharing  approach.  These  benefits  would  probably  have  to 
be  legislated  away  under  an  MRI  approach,  politically 
impossible  at  present. 
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Model  4  -  Prepaid  Alternative  Delivery  Systems  with 
Universal  Coverage.  This  model  emphasizes  provider 
incentives,  and  is  based  on  the  fact  that  HMOs  and  other 
prepaid  comprehensive  care  organizations  reverse  the 
present  incentives  on  providers  and  reward  cost-effective 
performance.  This  model  would  stimulate  a  pluralistic 
private  system  with  consumers  choosing  among  prepaid 
alternative  delivery  systems  and  traditional  provider 
insurance  plans  on  the  basis  of  price,  benefits  and 
service.  Consumers  would  have  an  income-related  subsidy 
or  voucher  to  assist  purchase  of  an  adequately 
comprehensive  plan.  However,  while  the  medical  care 
system  remains  private  and  government  regulation  minimal, 
there  must  be  a  large  number  of  the  new  prepaid 
alternative  systems  sufficient  to  impact  traditional 
provider  behavior.  Prepaid  delivery  systems  can  be 
stimulated  incrementally,  but  encouraging  the  necessary 
private  initiative  and  acceptance  for  the  large  number  of 
new  systems  needed  will  be  politicallv  difficult. 

Model  5  -  Public  Utility  Allocation  Model  (Akin  to  British 
Approach).  This  model  converts  the  entire  medical  care 
system  into  a  public  utility  with  a  fixed  budget.  Consu- 
mers have  comprehensive  coverage.  The  budget  could  be 
allocated  to  providers  directly  or,  alternatively,  by 
incentive  reimbursements  retroactively  adjusted  to  stay 
within  the  budget.  Strong  regulatory  controls  on  man- 
power, facilities  and  services  are  also  required  to  assure 
the  budget  is  not  exceeded.  Unlike  piecemeal  public 
utility  controls,  which  use  medical  judgment  to  determine 
costs,  this  approach  specifies  overall  budget  in  advance 
and  uses  medical  judgment  to  allocate  within  this  fixed 
amount.  However,  while  regulations  can  be  implemented 
incrementally-  public  intervention  of  the  magnitude 
required  for  this  model  is  unprecedented. 

Model  6  -  Public  Utility  Hospital  Model.  This  model 
converts  just  the  hospital  sector  into  a  public  utility 
(rather  than  the  entire  system  as  in  the  previous  model), 
placing  both  hospital  services  and  inpatient  physician 
services  under  a  fixed  overall  budget.  Strong  regulatory 
controls  on  hospital  size,  service  mix,  staff  and  manpower 
are  required  to  assure  that  the  budget  is  not  exceeded. 
Consumers  have  comprehensive  coverage,  with  ambulatory 
care  costs  contained  by  strong,  income-related  cost- 
sharing.  Because  the  regulatory  controls  can  be  imple- 
mented incrementally  and  are  less  demanding  (but  also  less 
certain  to  work)  than  in  the  previous  model,  this  model 
may  have  the  best  eventual    political    chances.  Neverthe- 
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less,  this  model  requires  exceedingly  strong  public  inter- 
vention and  control,  which  will  be  politically  long  and 
difficult  to  achieve. 


3.       Further    models     combining     all     three  approaches    —  consumer 
cost-sharing,  provider     incentives,     and     public  utility 

controls  with  a  fixed  budget  —  seem  possible  and  may  be  more 
attractive  technically  and  politically,  but  further  study  is 
needed.  Consumer  market  approaches  may  help  take  some  of  the 
cost  containment  and  political  presure  off  public  utility 
regulation,  and  vice  versa.  But  additional  study  is  needed  to 
assure  that  such  different  approaches  complement  rather  than 
defeat  each  other. 


RECOMMENDATIONS 


1.  NHI  plans  should  be  built  around  a  credible  cost  containment 
strategy.  Effective  cost  containment  must  be  central  to  any 
NHI  plan;  it  cannot  be  tacked  on.  Decisions  on  eligibility, 
benefits,  financing  and  administration,  as  well  as  how  fast  to 
stage  the  plan,  cannot  be  made  before  a  cost  containment 
strategy  is  arrived  at.  Otherwise,  they  will  defeat  rather 
than  complement  the  cost  containment  strategy. 


2.  The  necessity  for  change,  and  what  the  choices  are,  should  be 
made  widely  known  by  public  debate.  If  the  public  and 
providers  are  to  support  needed  change,  more  widespread 
understanding  is  needed  that  the  provision  of  adequate  health 
care  and  health  insurance  protection  to  all  at  a  cost  the 
nation  can  afford  will  require  significant  change  in  the 
American  medical  care  system  and  its  financing.  The  kind  of 
medical  care  system  we  want  under  NHI  —  consumer  market 
oriented,  public  utility  oriented,  or  a  combination  of  both  — 
should  be  given  informed,  searching  public  debate. 

3.  Public  debate  should  also  focus  on  what  immediate  actions 
should  be  taken  now,  well  in  advance  of  NHI,  on  each  of  the 
three  major  cost-containment  approaches  so  that  we  move  toward 
the  future  system  we  want.  Such  actions  should  be  designed  to 
learn  what  combination  of  approaches  works  and  is  acceptable, 
and  should  not  foreclose  the  available  choices.  Possible 
actions  include: 


Existing  cost-sharing  might  be  made  more  uniform,  simple 
and  understandable,  and  consumers  might  be  better  informed 
of  their  choices,  through  "truth  in  health  insurance" 
legislation. 


164 


—  Prepaid  alternative  delivery  systems  might  be  more 
strongly  encouraged  through  improved  assistance 
legislation  and  Medicare  and  Medicaid  reimbursement. 


—  Public  utility  regulation  might  focus  on  development  of 
compulsory  incentive  reimbursement  mechanisms  presaging  an 
eventual  fixed  budget  approach,  but  in  ways  which  do  not 
discourage  cost-sharing  or  prepaid  alternative  systems. 
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Appendix  A  -  GLOSSARY  OF  BASIC  MEDICAID  TERMS 


The  following  definitions  have  been  excerpted 
from  "A  Discursive  Dictionary  of  Health  Care" 
prepared  by  the  staff  of  the  Subcommittee  on 
Health  and  the  Environment,  the  Committee  on 
Interstate  and  Foreign  Commerce,  House  of 
Representatives 
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Abuse:  improper  or  excessive  use  of  program  benefits,  resources  or 
services  by  either  providers  or  consumers.  Abuse  can  occur, 
intentionally  or  unintentionally,  when  services  are  used  which 
are  excessive  or  unnecessary;  which  are  not  the  appropriate 
treatment  for  the  patient's  condition;  when  cheaper  treatment 
would  be  as  effective;  or  when  billing  or  charging  does  not 
conform  to  requirements.  It  should  be  distinguished  from  fraud, 
in  which  deliberate  deceit  is  used  by  providers  or  consumers  to 
obtain  payment  for  services  which  were  not  actually  delivered  or 
received,  or  to  claim  program  eligibility.  Abuse  is  not 
necessarily  either  intentional  or  illegal. 


Actual  Charge:  the  amount  a  physician  or  other  practitioner 
actually  bills  a  patient  for  a  particular  medical  service  or 
procedure.  The  actual  charge  may  differ  from  the  customary, 
prevailing,  and/or  reasonable  charges  under  Medicare  and  other 
insurance  programs. 

Allied  Health  Personnel:  specially  trained  and  licensed  (when 
necessary)  health  workers  other  than  physicians,  dentists, 
podiatrists  and  nurses.  The  term  has  no  constant  or  agreed  upon 
detailed  meaning:  sometimes  being  used  synonymously  with 
paramedical  personnel;  sometimes  meaning  all  health  workers  who 
perform  tasks  which  must  otherwise  be  performed  by  a  physician; 
and  sometimes  referring  to  health  workers  who  do  not  usually 
engage  in  independent  practice. 

Ambulatory  Care:  all  types  of  health  services  which  are  provided 
on  an  outpatient  basis,  in  contrast  to  services  provided  in  the 
home  or  to  persons  who  are  inpatients.  While  many  inpatients  may 
be  ambulatory,  the  term  ambulatory  care  usually  implies  that  the 
patient  has  come  to  a  location  other  than  his  home  to  receive 
services  and  has  departed  the  same  day. 

Assignment:  an  agreement  in  which  a  patient  assigns  to  another 
party,  usually  a  provider,  the  right  to  receive  payment  from  a 
third-party  for  the  service  the  patient  has  received.  Assignment 
is  used  instead  of  a  patient  paying  directly  for  the  service  and 
then  receiving  reimbursement  from  public  or  private  insurance 
programs.  In  Medicare,  if  a  physician  accepts  assignment  from  the 
patient,  he/she  must  agree  to  accept  the  program  payment  as 
payment  in  full  (except  for  specific  coinsurance,  copayment  and 
deductible  amounts  required  of  the  patient).  Assignment,  then, 
protects  the  patient  against  liability  for  charges  which  the 
Medicare  program  will  not  recognize  as  reasonable.  Under  some 
national  health  insurance  proposals  physicians  must  agree  to 
assignment  for  all  of  their  patients  or  none  of  them;  under 
Medicare,  physicians  may  choose  assignment  for  some  of  their 
patients  but  not  others,  and  may  do  so  on  a  claim  by  claim  basis 
for  some  services  but  not  others. 
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Carrier:  a  commercial  health  insurer,  a  government  agency,  or  a 
Blue  Cross  or  Blue  Shield  plan  which  underwrites  or  administers 
programs  that  pay  for  health  services.  Under  the  Medicare  Part  B 
(Supplemental  Medical  Insurance)  Program  and  the  Federal 
Employees  Health  Benefits  Program,  carriers  are  agencies  and 
organizations  with  which  the  program  contracts  for  administration 
of  various  functions,  including  payment  of  claims.  See  also 
intermediary  and  third  party  payer. 

Categorically  Needy:  persons  who  are  both  members  of  certain 
categories  of  groups  eligible  to  receive  public  assistance,  and 
economically  needy.  As  used  in  Medicaid,  this  means  a  person  who 
is  aged,  blind,  disabled,  or  a  member  of  a  family  with  children 
under  18  (or  21,  if  in  school)  where  one  parent  is  absent, 
incapacitated  or  unemployed  and,  in  addition,  meets  specified 
income  and  resources  requirements  which  vary  by  State.  In 
general,  categorically  needy  individuals  are  persons  receiving 
cash  assistance  under  the  AFDC  or  SSI  programs.  A  State  must 
cover  all  recipients  of  AFDC  payments  under  Medicaid;  however,  it 
is  provided  certain  options  (based,  in  large  measure,  on  its 
coverage  levels  under  the  old  Federal/ State  welfare  programs)  in 
determining  the  extent  of  coverage  for  persons  receiving  Federal 
SSI  and/or  State  supplementary  SSI  payments.  In  addition,  a 
State  may  cover  additional  specified  groups,  such  as  foster 
children,  as  categorically  needy.  A  State  may  restrict  its 
Medicaid  coverage  to  this  group  or  may  cover  additional  persons 
who  meet  the  categorical  requirements  as  medically  needy. 

Coinsurance:  a  cost-sharing  requirement  under  a  health  insurance 
policy  which  provides  that  the  insured  will  assume  a  portion  or 
percentage  of  the  costs  of  covered  services.  The  health 
insurance  policy  provides  that  the  insurer  will  reimburse  a 
specified  percentage  (usually  80  percent)  of  all  or  certain 
specified  covered  medical  expenses  in  excess  of  any  deductible 
amounts  payable  by  the  insured.  The  insured  is  then  liable  for 
the  remaining  percentage  of  the  costs.,  until  the  maximum  amount 
payable  under  the  insurance  policy,  if  any,  is  reached. 

Copayment :  a  type  of  cost  sharing  whereby  insured  or  covered 
persons  pay  a  specified  flat  amount  per  unit  of  service  or  unit 
of  time  (e.g.,  $2  per  visit,  $10  per  inpatient  hospital  day), 
their  insurer  paying  the  rest  of  the  cost.  The  copayment  is 
incurred  at  the  time  the  service  is  used.  The  amount  paid  does 
not  vary  with  the  cost  of  the  service  (unlike  coinsurance,  which 
is  payment  of  some  percentage  of  the  cost). 

Cost-Related  or  Cost-Based  Reimbursement:  one  method  of  payment  of 
medical  care  programs  by  third  parties,  typically  Blue  Cross 
plans  or  government  agencies,  for  services  delivered  to  patients. 
In    cost-related     systems,  the  amount  of     the  payment  is  based  on 
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the  costs  to  the  provider  of  delivering  the  service.  The  actual 
payment  may  be  based  on  any  one  of  several  different  formulae, 
such  as  full  cost,  full  cost  plus  and  additional  percentage, 
allowable  costs,  or  a  fraction  of  costs.  Other  reimbursement 
schemes  are  based  on  the  charges  for  the  services  delivered,  or 
on  budgeted  or  anticipated  costs  for  a  future  time  period 
(prospective  reimbursement).  Medicare,  Medicaid  and  some  Blue 
Cross  plans  reimburse  hospitals  on  the  basis  of  costs;  most 
private  insurance  plans  pay  charges. 

Customary  Charge:  generally,  the  amount  which  a  physician  normally 
or  usually  charges  the  majority  of  his  patients.  Under  Medicare, 
it  is  the  median  charge  used  by  a  particular  physician  for  a 
specified  type  of  service  during  the  calendar  year  preceding  the 
fiscal  year  in  which  a  claim  is  processed.  There  is  therefore, 
an  average  delay  of  a  year  and  a  half  in  recognizing  any  increase 
in  actual  charges.  Customary  charges  in  addition  to  actual  and 
prevailing  charges  are  taken  into  account  in  determining 
reasonable  charges  under  Medicare. 

Deductible:  the  amount  of  loss  or  expense  that  must  be  incurred  by 
an  insured  or  otherwise  covered  individual  before  an  insurer  will 
assume  any  liability  for  all  or  part  of  the  remaining  cost  of 
covered  services.  Deductibles  may  be  either  fixed  dollar  amounts 
or  the  value  of  specified  services  (such  as  two  days  of  hospital 
care  or  one  physician  visit).  Deductibles  are  usually  tied  to 
some  reference  period  over  which  they  must  be  incurred,  e.g.  $100 
per  calendar  year.,  benefit  period,  or  spell  of  illness. 
Deductibles  in  existing  policies  are  generally  of  two  types:  (1) 
static  deductibles  which  are  fixed  dollar  amounts,  and  (2) 
dynamic  deductibles  which  are  adjusted  from  time  to  time  to 
reflect  increasing  medical  prices.  A  third  type  of  deductible  is 
proposed  in  some  national  health  insurance  plans:  a  sliding 
scale  deductible,  in  which  the  deductible  is  related  to  income 
increases . 

Early  and  Periodic  Screening  -Diagnosis  and  Treatment  Program 
(EPSDT):  a  program  mandated  by  law  as  part  of  the  Medicaid 
program.  The  law  (section  1905  (a)(4)(B)  of  the  Social  Security 
Act)  requires  that  by  July  1,  1969,  all  States  have  in  effect  a 
program  for  eligible  children  under  age  21  "to  ascertain  their 
physical  or  mental  defects,  and  such  health  care,  treatment,  and 
other  measures  to  correct  or  ameliorate  defects  and  chronic 
conditions  discovered  thereby,  as  may  be  provided  in  regulations 
of  the  Secretary."  Issuance  of  regulations  implementing  the 
program  was  delayed  until  November,  1971,  and  States  were  allowed 
to  phase  in  their  programs  by  age  groups  until  July  1,  1973.  By 
law  (section  403  (g)  of  the  Social  Security  Act),  States  which  do 
not  have  a  program  in  effect  in  any  fiscal  quarter  after  June  30, 
1974,     for    all  children  in  families     receiving  AFDC  payments  are 
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subject  to  a  financial  penalty. 

Fee  for  Service:  method  of  charging  whereby  a  physician  or  other 
practitioner  bills  for  each  encounter  or  service  rendered.  This 
is  the  usual  method  of  billing  by  the  majority  of  the  country's 
physicians.  Under  a  fee  for  service  payment  system,  expenditures 
increase  not  only  if  the  fees  themselves  increase  but  also  if 
more  units  of  service  are  charged  for,  or  more  expensive  services 
are  substituted  for  less  expensive  ones.  This  system  contrasts 
with  salary,  per  capita  or  prepayment  systems,  where  the  payment 
is  not  changed  with  the  number  of  services  actually  used  or  if 
none  are  used.  While  the  fee-f or-service  system  is  now  generally 
limited  to  physicians,  dentists,  podiatrists  and  optometrists,  a 
number  of  other  practitioners,  such  as  physician  assistants,  have 
sought  reimbursement  on  a  fee  for  service  basis. 

First-Dollar  Coverage:  coverage  under  an  insurance  policy  which 
begins  with  the  first  dollar  of  expense  incurred  by  the  insured 
for  the  covered  benefits.  Such  coverage,  therefore,  has  no 
deductibles  although  it  may  have  copayments  or  coinsurance. 

Fiscal  Agent  or  Intermediary:  a  contractor  that  processes  and  pays 
provider  claims  on  behalf  of  a  State  Medicaid  agency.  Fiscal 
agents  are  rarely  at  risk,  but  rather  serve  as  an  administrative 
unit  for  the  State,  handling  the  payment  of  bills.  Fiscal  agents 
may  be  insurance  companies,  management  firms,  or  other  private 
contractors.  Medicaid  fiscal  agents  are  sometimes  also  Medicare 
carriers  or  intermediaries. 

Fraud:  intentional  misrepresentation  by  either  providers  or 
consumers  to  obtain  services,  obtain  payment  for  services,  or 
claim  program  eligibility.  Fraud  may  include  the  receipt  of 
services  which  are  obtained  through  deliberate  misrepresentation 
of  need  or  eligibility;  providing  false  information  concerning 
costs  or  conditions  to  obtain  reimbursement  or  certification;  or 
claiming  payment  for  services  which  were  never  delivered  or 
received.  Fraud  is  illegal  and  carries  a  penalty  when  proven. 
See  also  abuse. 

Generic  Name:  the  established,  official,  or  non-proprietary,  name 
by  which  a  drug  is  known  as  an  isolated  substance,  irrespective 
of  its  manufacturer.  Each  drug  is  licensed  under  a  generic  name 
and  also  may  be  given  a  brand  name  by  its  manufacturer.  There 
have  been  recent  attempts  to  encourage  physicians  to  prescribe 
drugs  by  generic  names  whenever  possible  instead  of  by  brand 
names.     This  is  said  to  allow  considerable  cost  savings. 
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Health  Maintenance  Organization  (HMO):  an  entity  with  four 
essential  attributes: 

(1)  an  organized  system  for  providing  health  care  in  a 
geographic  area,  which  entity  accepts  the  responsibility  to 
provide  or  otherwise  assure  the  delivery  of 

(2)  an  agreed  upon  set  of  basic  and  supplemental  health 
maintenance  and  treatment  services  to 

(3)  a  voluntarily  enrolled  group  of  persons,  and 

(4)  for  which  services  the  HMO  is  reimbursed  through  a 
predetermined,  fixed,  periodic  prepayment  made  by  or  on  behalf  of 
each  person  or  family  unit  enrolled  in  the  HMO  without  regard  to 
the  amounts  of  actual  services  provided. 

Intermediary:  a  public  or  private  agency  or  organization  selected 
by  providers  of  health  care  which  enters  into  an  agreement  with 
the  Secretary  of  HEW  under  the  Hospital  Insurance  Program  (Part 
A)  of  Medicare,  to  pay  claims  and  perform  other  functions  for  the 
Secretary  with  respect  to  such  providers.  Usually,  but  not 
necessarily  a  Blue  Cross  plan  or  private  insurance  company. 
See  also  carrier  and  fiscal  agent. 

Intermediate  Care  Facility  (ICF):  an  institution  recognized  under 
the  Medicaid  program  which  is  licensed  under  State  law  to 
provide,  on  a  regular  basis,  health-related  care  and  services  to 
individuals  who  do  not  require  the  degree  of  care  or  treatment 
which  a  hospital  or  skilled  nursing  facility  is  designed  to 
provide,  but  who  because  of  their  mental  or  physical  condition 
require  care  and  services  (above  the  level  of  room  and  board) 
which  can  be  made  available  to  them  only  through  institutional 
facilities.  Public  institutions  for  care  of  the  mentally 
retarded  or  people  with  related  conditions  are  also  included. 
The  distinction  between  "health-related  care  and  services"  and 
"room  and  board"  has  often  proven  difficult  to  make  but  is 
important  because  ICFs  are  subject  to  quite  different  regulation 
and  coverage  than  institutions  which  do  not  provide 
health-related  care  and  services.  An  ICF/MR  is  an  ICF  which 
cares  solely  or  particularly  for  the  mentally  retarded. 

Long  Term  Care:  health  and/or  personal  care  services  required  by 
persons  who  are  chronically  ill,  aged,  disabled,  or  retarded,  in 
an  institution  or  at  home,  on  a  long  term  basis.  The  term  is 
often  used  more  narrowly  to  refer  only  to  long  term  institutional 
care  such  as  that  provided  in  nursing  homes,  homes  for  the 
retarded  and  mental  hospitals.  Ambulatory  services,  like  home 
health  care,  which  also  can  be  provided  on  a  long  term  basis,  are 
seen  as  alternatives  to  long  term  institutional  care. 
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Management  Information  System:  a  system  (frequently  automated  or 
computer  based)  which  produces  the  necessary  information  in 
proper  form  and  at  appropriate  intervals  for  the  management  of  a 
program  or  other  activity.  The  system  should  measure  program 
progress  toward  objectives  and  report  costs  and  problems  needing 
attention.  Special  efforts  have  been  made  in  the  Medicaid 
program  to  develop  information  systems  for  each  State  program. 

Medicaid  Mill:  a  health  program  which  serves,  solely  or  primarily, 
information  Medicaid  beneficiaries,  typically  on  an  ambulatory 
basis.  The  mills  originated  in  the  ghettos  of  New  York  City  and 
are  still  found  primarily  in  urban  slums  with  few  other  medical 
services.  They  are  usually  organized  on  a  for  profit  basis, 
characterized  by  their  great  productivity,  and  frequently  accused 
of  a  variety  of  abuses  (such  as  ping-ponging  and  family  ganging). 

Medically  needy:  in  the  Medicaid  program,  persons  who  have  enough 
income  and  resources  to  pay  for  their  basic  living  expenses  (and 
so  do  not  need  welfare)  but  not  enough  to  pay  for  their  medical 
care.  Medicaid  law  requires  that  the  standard  for  income  used  by 
a  State  to  determine  if  someone  is  medically  needy  cannot  exceed 
133  percent  of  the  maximum  amount  paid  to  a  family  of  similar 
size  under  the  welfare  program  for  families  with  dependent 
children  (AFDC).  In  order  to  be  eligible  as  medically  needy, 
people  must  fall  into  one  of  the  categories  of  people  who  are 
covered  under  the  welfare  cash  assistance  programs;  i.e.,  be 
aged,  blind,  disabled  or  members  of  families  with  dependent 
children  where  one  parent  is  absent,  incapacitated  or  unemployed. 
They  receive  benefits  if  their  income  after  deducting  medical 
expenses  is  low  enough  to  meet  the  eligibility  standard. 
Thirty-three  States  now  provide  Medicaid  coverage  to  the 
medically  needy. 

Notch:  a  sudden  and  sharp  discontinuity  in  health  or  financial 
benefits  for  individuals  with  slightly  different  income.  In 
certain  public  and  medical  assistance  programs,  an  additional 
dollar  of  income  can  mean  a  total  loss  of  benefits.  For  example, 
in  Medicaid,  families  just  below  the  income  eligibility  standard 
receive  fully  subsidized  coverage  while  families  with  only 
slightly  more  income  and  just  above  eligibility  standards  receive 
no  benefits.  Substantial  incentives  for  families  to  restrict 
their  incomes  in  order  to  remain  eligible  may  result.  Spend  down 
provisions  are  used  to  compensate  for  notches.  A  notch  may  also 
occur  when,  without  change  in  eligibility,  cost-sharing 
requirements  increase  suddenly  with  a  small  change  in  income. 

Peer  Review:  generally,  the  evaluation  by  practicing  physicians  or 
other  professionals  of  the  effectiveness  and  efficiency  of 
services  ordered  or  performed  by  other  practicing  physicians  or 
other    members     of     the     profession  whose  work    is  being  reviewed 
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(peers).  Frequently  refers  to  the  activities  of  the  Professional 
Standards  Review  Reganizations  (PSRO)  which  in  1972  were  required 
by  P.L.  92-603  to  review  services  provided  under  the  Medicare, 
Medicaid,  and  Maternal  and  Child  Health  programs.  Local  PSROs , 
which  receive  Federal  guidance  and  funding  from  HEW,  are  staffed 
by  local  physicians,  osteopaths,  and  non-physicians.  Their 
duties  include  the  establishment  of  criteria,  norms  and  standards 
for  diagnosis  and  treatment  of  diseases  encountered  in  the  local 
PSRO  jurisdiction,  and  review  of  services  that  are  inconsistent 
with  the  established  norms,  e.g.,  hospital  stays  longer  than  the 
normal  length  of  stay.  The  norms  may  be  input,  process,  or 
outcome  measures.  Peer  review  has  been  advocated  as  the  only 
possible  form  of  quality  control  for  medical  services  because  it 
is  said  that  only  a  physician's  professional  peers  can  judge 
his/her  work.  It  has  been  criticized  as  having  inherent  conflict 
of  interest,  since,  it  is  said,  a  physician  will  not  properly 
judge  those  who  will  judge  him  or  her,  and  also  as  not  adequately 
reflecting  patient  objectives  and  points  of  view. 

Prevailing  Charge:  a  charge  which  falls  within  the  range  of 
charges  most  frequently  used  in  a  locality  for  a  particular 
medical  service  or  procedure.  The  top  of  this  range  establishes 
an  over-all  limitation  on  the  charges  which  a  carrier,  which 
considers  prevailing  charges  in  reimbursement,  will  accept  as 
reasonable  for  a  given  service,  without  adequate  special 
justification.  Current  Medicare  rules  state  that  the  limit  of  an 
area's  prevailing  charge  is  to  be  the  75th  percentile  of  the 
customary  charges  for  a  given  service  by  the  physicians  in  a 
given  area.  For  example,  if  customary  charges  for  an 
appendectomy  in  a  locality  were  distributed  so  that  10  percent  of 
the  services  were  rendered  by  physicians  whose  customary  charge 
was  $150,  40  percent  by  physicians  who  charged  $200,  40  percent 
who  charge  $250,  and  10  percent  who  charge  $300  or  more,  then  the 
prevailing  charge  would  be  $250,  since  this  is  the  level  that, 
under  Medicare  regulations,  would  cover  at  least  75  percent  of 
the  cases.  See  also  actual  charge.  Professional  Standards  Review 
Organization  (PSRO):  a  physician-sponsored  organization  charged 
with  comprehensive  and  ongoing  review  of  services  provided  under 
the  Medicare,  Medicaid  and  Maternal  and  Child  Health  programs. 
The  purpose  of  this  review  is  to  determine  for  purposes  of 
reimbursement  under  these  programs  whether  services  are: 
medically  necessary;  provided  in  accordance  with  professional 
criteria,  norms  and  standards;  and,  in  the  case  of  institutional 
services,  rendered  in  an  appropriate  setting.  The  requirement 
for  the  establishment  of  PSROs  was  added  by  the  Social  Security 
Amendments  of  1972,  P.L.  92-603,  to  the  Social  Security  Act  as 
part  B  of  Title  XI. 

Prospective  reimbursement:  any  method  of  paying  hospitals  or  other 
health    programs     in    which    amounts    or    rates     of     payment  are 


173 


established  in  advance  for  the  coming  year  and  the  programs  are 
paid  these  amounts  regardless  of  the  costs  they  actually  incur. 
These  systems  of  reimbursement  are  designed  to  introduce  a  degree 
of  constraint  on  charge  or  cost  increases  by  setting  limits  on 
amounts  paid  during  a  future  period.  In  some  cases,  such  systems 
provide  incentives  for  improved  efficiency  by  sharing  savings 
with  institutions  that  perform  at  lower  than  anticipated  costs. 
Prospective  reimbursement  contrasts  with  the  method  of  payment 
presently  used  under  Medicare  and  Medicaid  where  institutions  are 
reimbursed  for  actual  expenses  incurred,  i.e.,  on  a  retrospective 
basis. 


Reasonable  Cost:  generally  the  amount  which  a  third  party  using 
cost-related  reimbursement  will  actually  reimburse.  Under 
Medicare  and  Medicaid,  reasonable  costs  are  costs  actually 
incurred  in  delivering  health  services  excluding  any  part  of  such 
incurred  costs  found  to  be  unnecessary  for  the  efficient  delivery 
of  needed  health  services.  The  law  stipulates  that  payments  to 
hospitals  shall  be  made  on  the  basis  of  the  reasonable  cost  of 
providing  the  covered  services.  The  regulations  require  that 
costs  be  apportioned  between  Medicare  beneficiaries  and  other 
hospital  patients  so  that  neither  group  subsidizes  the  costs  of 
the  other.  The  items  or  elements  of  cost,  both  direct  and 
indirect,  which  the  regulations  specify  as  reimbursable  are  known 
as  allowable  costs. 


Retrospective  Reimbursement:  Payment  to  providers  by  a  third  party 
carrier  for  costs  or  charges  actually  incurred  by  subscribers  in 
a  previous  time  period.  This  is  the  method  of  payment  used 
under  Medicare  and  Medicaid.     See  also  prospective  reimbursement. 

Spend-Down:  a  method  by  which  an  individual  establishes 
eligibility  for  a  medical  care  program  by  reducing  gross  income 
through  incurring  medical  expenses  until  net  income  (after 
medical  expenses)  becomes  low  enough  to  make  him/her  eligible  for 
the  program.  The  individual,  in  effect,  spends  income  down  to  a 
specified  eligibility  standard  by  paying  for  medical  care  until 
his/her  bills  become  high  enough  in  relation  to  income  to  allow 
him/her  to  qualify  under  the  program's  standard  of  need,  at  which 
point  the  program  benefits  begin.  The  spend-down  is  the  same  as 
a  sliding  scale  deductible  related  to  the  over-all  income  level 
of  the  individual.  For  example,  if  persons  are  eligible  for 
program  benefits  if  their  income  is  $200/month  or  less,  a  person 
with  a  $300/month  income  would  be  covered  after  spending  $100 
out-of-pocket  on  medical  care;  a  person  with  an  income  of  $350 
would  not  be  eligible  until  he/she  incurred  medical  expenses  of 
$150.  The  term  spend-down  originated  in  the  Medicaid  program. 
An  individual  whose  income  makes  him/her  ineligible  for  welfare 
but  is  insufficient  to  pay  for  medical  care,  can  become 
Medicaid-eligible     as     a    medically  needy    individual  by  spending 


174 


some  income  on  medical  care.  Medicaid  only  covers  an  individual 
if  aged,  blind,  disabled,  or  a  member  of  a  family  where  one 
parent  is  absent,  incapacitated,  or  unemployed  —  that  is, 
fitting  one  of  the  categories  of  individuals  who  are  covered 
under  the  welfare  cash  payment  programs. 

Third-Party  Payer:  any  organization,  public  or  private,  that  pays 
or  insures  health  or  medical  expenses  on  behalf  of  beneficiaries 
or  recipients  (e.g.,  Blue  Cross  and  Blue  Shield,  commercial 
insurance  companies,  Medicare  and  Medicaid).  The  individual 
generally  pays  a  premium  for  such  coverage  in  all  private  and 
some  public  programs.  The  organization  then  pays  bills  on  the 
patient's  behalf;  such  payments  are  called  third-party  payments 
and  are  distinguished  by  the  separation  between  the  individual 
receiving  the  service  (the  first  party),  the  individual  or 
institution  providing  it  (the  second  party)  and  the  organization 
paying  for  it  (the  third  party). 

Uniform  Cost  Accounting:  the  use  of  a  common  set  of  accounting 
definitions,  procedures,  terms,  and  methods  for  the  accumulation 
and  communication  of  quantitative  data  relating  to  the  financial 
activities  of  several  enterprises.  The  American  Hospital 
Association,  for  example,  encourages  the  use  of  its  Chart  of 
Accounts  as  a  system  which  can  be  employed  by  hospitals  in  the 
United  States. 

Usual,  Customary  and  Reasonable  Plans  (UCR):  health  insurance 
plans  that  pay  a  physician's  full  charge  if:  it  does  not  exceed 
his  usual  charge;  it  does  not  exceed  the  amount  customarily 
charged  for  the  service  by  other  physicians  in  the  area  (often 
defined  as  the  90  or  95  percentile  of  all  charges  in  the 
community),  or  it  is  otherwise  reasonable.  In  this  context, 
usual  and  customary  charges  are  similar,  but  not  identical,  to 
customary  and  prevailing  charges,  respectively,  under  Medicare. 
Most  private  health  insurance  plans,  except  for  a  few  Blue  Shield 
plans,  use  the  UCR  approach. 

Utilization  Review  (UR) :  evaluation  of  the  necessity, 
appropriateness  and  efficiency  of  the  use  of  medical  services, 
procedures  and  facilities.  In  a  hospital  this  includes  review  of 
the  appropriateness  of  admissions,  services  ordered  and  provided, 
length  of  stay,  and  discharge  practices,  both  on  a  concurrent  and 
retrospective  basis.  Utilization  review  can  be  done  by  a 
utilization  review  committee,  PSRO,  peer  review  group,  or  public 
agency. 

Vendor:  a  provider,  an  institution,  agency,  organization  or 
individual  practitioner  who  provides  health  or  medical  services. 
Vendor  payments  are  those  payments  which  go  directly  to  such 
institutions    or    providers     from    a    third    party    program  like 
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Medicaid . 

Vendor  Payment:  used  in  public  assistance  programs  to  distinguish 
those  payments  made  directly  to  vendors  of  service  from  those 
cash  income  payments  made  directly  to  assistance  recipients.  The 
vendors,  or  providers  of  health  services,  are  reimbursed  directly 
by  the  program  for  services  they  provide  the  eligible  recipients. 
Vendor  payments  are  essentially  the  same  as  service  benefits 
provided  under  health  insurance  and  prepayment  plans. 
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Appendix  R  -  RASIC  MEDICAID  DATA 
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JUNE  1,  1979 


'BASIC  REQUIRED  MEDICAID  SERVICES:  Medicaid  recipients  receiving  alth  clinic  services;  other  laboratory  and  X-ray  services; 

skilled  nursing  facility  servicesplanning;  and  physician  services.  Federal  financial 
participation  is  also  available  lir  financial  assistance.  For  the  latter  group  States  may 
offer  the  services  required  for 

Services  provided  only  under  ts  vary  from  State  to  State.  Details  are  available  from  local 
under  21  are  not  shown  on  this 


1  FMAP-Federal  Medicaid  Assistance  Percentage:  Rate  of  Federal  financial  participation  in  a  State'g^Der  30.  1979.  are  rounded. 

Categorically  Needy:  People  receiving  federally  supported  financial  assistance. 
^Medically  Needy:  People  who  are  eligible  for  medical  but  not  for  financial  assistance. 


U.S.  DEPARTMENT  OF  HEALTH.  EDUCATION,  AND  WELFARE 


Health  Care  Financing  Administration 


MEDICAID  SERVICES  STATE  BY  STATE 


JUNE  1.  1979 


•BASIC  REQUIRED  MEDICAID  SERVICES    Medicaid  recipient  receiving  li 
oiler  the  services  required  tor  li 


i  dual  i  21  and  older 


ient  hospital  services;  rural  health  clinic  se 
it  for  individuals  under  21:  family  planning,  an 
luding  people  eligible  for  medical  but  not  for  financial  8: 


ning  and  treatment  progra 


o  State.  Details 


Staio  Medicaid  programs 


U.S.  DEPARTMENT  OF  HEALTH,  EDUCATION,  AND  WELFARE 
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Appendix  C  -  STATE  LEGISLATED  COST  CONTAINMENT  PROGRAMS  —  OVERVIEW 


192 


State  Legislated  Cost  Containment  Programs  — 

Overview 


As  of  April  1978,  fifteen  States  had  enacted  legislation  which 
requires  the  disclosure,  review,  or  regulation  of  hospital  rates  or 
budgets.     Significant  points  include: 

-  Eight  programs  are  based  in  independent  commissions  or 
boards  whose  members  are  representative  of  various  provider 
or  consumer  interests. 

—  Five  of  these  have  rate  setting  commissions  with  full 
authority  to  review  and  approve  hospital  budgets  or 
rates . 

—  Two  are  authorized  to  review  and  comment  publicly  on  the 
reasonableness  of  a  hospital's  costs  and  charges,  either 
directly  or  through  a  designated  entity. 

—  One  commission  requires  only  disclosure  of  hospital 
financial  data. 

-  Seven  programs  are  based  in  State  agencies. 

-  Range  of  authority  varies  by  State. 

—  Compliance  with  findings  of  budget  and  rate  review 
programs  is  mandatory  in  nine  programs  and  voluntary  in 
five . 

—  The  type  of  rate  approved  and  the  extent  to  which  these 
rates  apply  to  purchasers  varies  substantially. 

-  Budget  reviews  continue  to  be  the  predominant  method  used 
for  determining  the  reasonableness  of  costs.  However,  most 
programs  use  an  exceptions  process  to  limit  reviews  to 
hospitals  which  exceed  the  rate  of  increase  in  costs  or 
rates  of  its  peer  group. 
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State  Legislated  Cost  Containment  Programs  — 
Three  Basic  Approaches 


Budget  Review  Approach 

Under  the  budget  review  approach,  the  rate-setting  body 
evaluates  the  projected  budgets  and  schedules  of  individual 
hospitals  at  regular  intervals.  Rates  are  set  according  to 
adopted  guidelines. 

The  budget  review  process  is  premised  on  the  belief  that  the 
institution's  budget  is  a  means  of  forecasting,  analysis,  and 
control.  Regular,  in-depth  reviews  of  hospitals'  budgets  facilitate 
the  rate  reviewer's  direct  influence  and  participation  in  the 
institutional  decision  making  process  and  allows  the  rate-setter  to 
consider  individual  differences  among  institutions. 

Budget  Review  by  Exception 

Budget  review  by  exception  is  an  effort  at  avoiding  the  need 
to  review  every  hospital  budget  in  detail.  This  methodology 
employs  cost  and  productivity  screens  to  identify  those  hospitals 
that  appear  to  exceed  established  norms.  If  a  hospital  exceeds  a 
particular  norm,  the  operating  agency  must  then  perform  a  more 
detailed  budget  review. 

Prospective  Reimbursement  by  Formula 

The  formula  method  places  strict  controls  on  rate  and  cost 
increases.  Some  formulas  are  based  on  cost  functions  and  point 
systems  that  differentiate  among  individual  hospitals  by  employing 
select  variables  from  each  hospital  or  by  grouping  similar 
hospitals  and  applying  averages  or  indices  to  each  hospital  group. 

Other  formulas  (utilizing  averages,  indices,  or  projections  of 
established  cost  trends)  may  not  account  for  institutional 
variation  in  such  areas  as  case-mix,  occupancy,  and  intensity  of 
care.  Allowable  rate  increases  are  usually  computed  annually.  They 
may  be  calculated  by  adding  a  standard  percentage  to  the 
institutions'  base  rate  or  they  may  be  tied  to  some  index  that 
reflects  cost  increases  in  the  general  economy. 


194 


Legislation  Requiring  Review  with  Mandatory  Compliance 


State 

Type  of 
System 

Payers 
Covered 

COLORADO 
(1977) 

Budget/Rate 

Review  and  Approval 

All  payers  except 
Medicare  and  Medicaid 

CONNECTICUT 
(1974) 

Rudget/Rate 

Review  and  Approval 

Charge  based  payers 

MARYLAND 
(1973) 

Rudget/Rate 

Review  and  Approval 

All  payers 

MASSACHUSETTS 
(1976) 

Contract /Cost /Rate 
Review  and  Approval 

Blue  Cross 

Budget/ Rate 

Review  and  Approval 

Charge  based 
payers 

Rate  Setting 

Medicaid 

NEW  JERSEY 
(1971) 

Rudget/Rate 

Review  and  Approval 

Medicaid  and 
Blue  Cross 

NEW  YORK 
(1969) 

Rate  Setting 

Medicaid  and 
Blue  Cross 

RHODE  ISLAND 
(1971) 

Negotiated  Budget/ 
Rate  Review  and 
Approval 

Medicaid  and 
Blue  Cross 

WASHINGTON 
(1973) 

Budget/Rate 

Review  and  Approval 

All  payers 

WISCONSIN 
(1975) 

Budget/Rate 

Review  and  Approval 

All  payers  except 
Medicare 

Legislation  Requiring  Review  with  Voluntary  Compliance 

ARIZONA 
(1971) 

Budget/Rate 
Review 

Charge-based 
including  Blue  Cross 

MAINE 
(1978) 

Budget/ Rate 
Review 

Charge-based 
payers 

MINNESOTA 
(1976) 

Budget/Fate 
Review 

Charge-based 
including  Blue  Cross 
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OREGON 
(1977) 


Budget/Rate 
Review 


Charge-based 
including  Blue  Cross 


VIRGINIA  Cost/ Charge  Charge-based 

(1978)  Review  including  Blue  Cross 


Other  Mandatory  Programs 

CALIFORNIA  Mandatory  Disclosure 

(1973) 


Significant  State  Legislative  Activity  in  Hospital  Cost  Controls 


State 

Nature  of  Bill  Under  Consideration 

Arizona 

To  establish  a  commission 

California 

For  budget/rate  review  and  rate  setting 

Connecticut 

To  expand  authority  to  Medicaid 

Delaware 

Not  available 

Florida 

Not  available 

Illinois 

Rate  setting 

New  Jersey 

To  expand  authority 

New  York 

To  expand  authority 

Rhode  Island 

To  establish  a  commission 

Connecticut 

The  Connecticut  Commission  on  Hospitals  and  Health  Care  was 
established  in  1973  to  help  stem  the  rising  cost  of  hospital  care. 
The  Commission  is  empowered  to  review  billed  charges  for  self-pay  and 
commercially  insured  patients.     The  Commission  also  has  some  measure 
of  indirect  control  over  Blue  Cross  rates.     The  basic  approach  used 
is  budget/ rate  review  and  approval. 
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Connecticut 


U.S.A. 


Percentage  Increase  in 
Inpatient  Expenses 

1975 

1975 

Percentage  Increase  in 
Inpatient  Expense  per  Admission 

1975 

1976 

Inpatient  Beds  per  1000  Population 
Occupancy  Rate 
Length  of  Stay 


15.3% 


14.8% 


15.4% 
12.9% 

4.1 
79.3 

7.5 


Inpatient  Admissions  per  1000  Population  134 
Adjusted  Expense  per  Admission  $1383 


18.9% 


14.8% 


16.3% 

13.4% 
4.5 

74.6 
7.7 
160 

$1169 


Note:     The  source  for  all  figures  is  the  American  Hospital 

Association.     All  figures  are  for  1976  unless  otherwise  noted. 
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Colorado 


The  Colorado  State  legislature  passed  a  bill  in  1977  which 
established  the  Colorado  Hospital  Commission.  It  is  an  independent 
commission  composed  of  three  members  appointed  by  the  Governor  and 
operates  with  the  Department  of  Regulatory  Agencies.  The 
Commission  has  the  authority  to  establish  rates  and  issue  rules  and 
regulations  as  necessary  for  the  rate-setting  system.  All 
non-Federal  hospitals  are  covered  and  all  payers  except  for 
Medicare  and  Medicaid.  The  Commission  is  modelling  many  of  its 
methods  and  procedures  on  those  used  by  the  Washington  State 
Hospital  Commission.  The  Commission  has  just  commenced  operations 
and  therefore  has  had  no  impact  so  far. 

Colorado  U.S.A. 


Percentage  Increase  in 
Inpatient  Expenses 


1975 

21.9% 

18.9 

1976 

19.4% 

14.8 

Percentage  Increase  in 
Inpatient  Expense  per  Admission 

1975 

17.4% 

16.3 

1976 

19.4% 

13.4 

Inpatient  Beds  per  1000  Population 

4.2 

4.5 

Occupancy  Rate 

71.7 

74.6 

Length  of  Stay 

6.7 

7.7 

Inpatient  Admissions  per  1000  Population 

164 

160 

Adjusted  Expense  per  Admission 

$1034 

$1169 

Note:  The  source  for  all  figures  is  the  American  Hospital 
Association.  All  figures  are  for  1976  unless  otherwise 
noted . 
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Maryland 


The  Maryland  Health  Services  Cost  Review  Commission  (HSCRC) 
was  established  by  the  General  Assembly  in  1971.  It  is  an 
independent  commission  within  the  Department  of  Health  and  Mental 
Hygiene,  and  is  composed  of  seven  members  appointed  by  the 
Governor.  The  HSCRC  began  operations  in  1974  and  was  the  first 
hospital  rate  review  agency  in  the  nation  to  regulate  rates  for  all 
hospital  care.  The  approach  used  is  budget/ rate  review  and 
approval . 


Maryland 

U.S. A 

Percentage  Increase  in 
Inpatient  Expenses 

17  / J 

iy  /  o 

1 4  .  o  /o 

Percentage  Increase  in 
Inpatient  Expense  per  Admission 

1975 

16.5% 

16.3% 

1976 

14.2% 

13.4% 

Inpatient  Beds  per  1000  Population 

3.2 

4.5 

Occupancy  Fate 

82.4 

74.6 

Length  of  Stay 

8.5 

7.7 

Inpatient  Admissions  per  1000  Population 

115 

160 

Adjusted  Expense  per  Admission 

$1457 

$1169 

Note:  The  source  for  all  figures  is  the  American  Hospital 
Association.  All  figures  are  for  1976  unless  otherwise 
noted . 
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Massachusetts 


The  Massachusetts  State  Rate-Setting  Commission,  established 
in  1974,  is  operated  by  three  full  time  commissioners  appointed  by 
the  Governor,  and  employs  a  staff  of  100,  including  Blue  Cross 
auditors.  All  payers  except  Medicare  are  covered.  The 
Massachusetts  Commission  is  unique  in  that  it  utilizes  different 
methodologies  for  determining  the  reimbursement  rates  for  different 
payers.  For  Medicaid  a  formula-based  rate-setting  methodology  is 
used.  For  Rlue  Cross  the  Commission's  approach  consists  of  review 
and  approval  of  proposed  contracts  between  Blue  Cross  and 
hospitals,  and  rates  developed  under  those  contracts.  For  charge 
payers  the  approach  is  budget/rate  review  and  approval. 


Massachusetts  U.S.A. 


Percentage  Increase  in 
Inpatient  Expenses 


1975  16.2%  18.9% 

1976  13.0%  14.8% 

Percentage  Increase  in 
Inpatient  Expense  per  Admission 

1975  15.6%  16.3% 

1976  13.7  13.4% 
Inpatient  Beds  per  1000  Population  4.5  4.5 
Occupancy  Rate  79.3  74.6 
Length  of  Stay  8.5  7.7 
Inpatient  Admission  per  1000  Population  152  160 
Adjusted  Expense  per  Admission  $1700  $1169 


Note:  The  source  for  all  figures  is  the  American  Hospital 
Association.  All  figures  are  for  1976  unless  otherwise 
noted . 
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New  Jersey 


New    Jersey  was  among  the     first  States  to  limit  reimbursement 
paid  to    hospitals.     In  1958,     the  Commissioner  of  Insurance 

imposed  ceilings  on  Blue  Cross  rates  of  payment.  The  New  Jersey 
legislature  passed  the  Health  Care  Facilities  Planning  Act  in  1971; 
it  centralized  under  the  State  Department  of  Health  the  power  to 
license,  grant  certificates  of  need,  and  regulate  all  aspects  of 
the  hospital  industry.  The  law  resulted  in  a  mandatory  prospective 
rate  system. 


Percentage  increase  in 
Inpatient  Expenses 

1975 

1976 


New  Jersey  U.S.A. 


17.9% 


15.0% 


18.9% 


14.8% 


Percentage  Increase  in 
Inpatient  Expense  per  Admission 

1975 


13.6% 


16.3% 


1976 


14.5% 


13.4% 


Inpatient  Beds  per  1000  Population  4.1 

Occupancy  Pate  82.1 

Length  of  Stay  8.8 

Inpatient  Admission  per  1000  Population  139 

Adjusted  Expense  per  Admission  $1254 


4.5 
74.6 
7.7 

160 
$1169 


Note:  The  source  for  all  figures  is  the  American  Hospital 
Association.  All  figures  are  for  1976  unless  otherwise 
noted . 
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New  York 


New  York  State's  cost  containment  program  was  first 
implemented  in  1970.  It  is  operated  by  the  New  York  State  Office 
of  Health  Systems  Management,  and  was  the  first  prospective  payment 
system  in  the  nation  to  set  rates  solely  on  the  basis  of 
statistical  formulas  with  no  retroactive  adjustment. 


Percentage  Increase  in 
Inpatient  Expenses 


Percentage  Increase  in 
Inpatient  Expense  per  Admission 


New  York 


U.S.A. 


1975 
1976 


19.2% 
10.0% 


18.9% 
14.8% 


1975 
1976 


18.6% 
9.6% 


16.3% 
13.4% 


Inpatient  Reds  per  1000  Population 

4.7 

4.5 

Occupancy  Rate 

85.4 

74.6 

Length  of  Stay 

9.9 

7.7 

Inpatient  Admissions  per  1000  Population 

148 

160 

Adjusted  Expense  per  Admission 

$1673 

$1169 

Note:  The  source  for  all  figures  is  the  American  Hospital 
Association.  All  figures  are  for  1976  unless  otherwise 
noted . 
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Rhode  Island 


The  Rhode  Island  hospital  cost  containment  system  was 
initiated  in  July  1971.  It  utilizes  a  negotiated  budget  approach 
and  covers  Blue  Cross  and  Medicaid.  Negotiations  are  conducted 
between  the  staff  of  Blue  Cross,  the  State  Budget  Office,  and  the 
Hospital  Association  of  Rhode  Island  to  set  a  Maxicap,  the  maximum 
percentage  increase  in  total  hospital  expenditures  allowed  in  the 
State  during  the  coming  year.  Subsequently,  hospital  budget 
negotiations  are  conducted  between  the  staffs  of  Blue  Cross  and  the 
State  Budget  Office  (jointly  referred  to  as  the  Third  Parties)  and 
the  hospitals. 


Rhode  Island  U.S.A. 


Percentage  Increase  in 
Inpatient  Expenses 


1975 

20.8% 

18.9% 

1976 

11.9% 

14.8% 

Percentage  Increase  in 
Inpatient  Expense  per  Admission 

1975 

15.1% 

16.3% 

1976 

15.1% 

13.4% 

Inpatient  Beds  per  1000  Population 

3.8 

4.5 

Occupancy  Rate 

82.1 

74.6 

Length  of  Stay 

8.2 

7.7 

Inpatient  Admissions  per  1000  Population 

137 

160 

Adjusted  Expense  per  Admission 

$1487 

$1169 

Note:  The  source  for  all  figures  is  the  American  Hospital 
Association.  All  figures  are  for  1976  unless  otherwise 
noted . 
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Washington 


The  Washington  State  Legislature  approved  legislation  in  1973 
to  establish  a  State  Hospital  Commission  to  lessen  the  pace  of 
hospital  cost  inflation.  The  Commission  is  an  independent  agency 
and  has  five  members.  It  is  empowered  by  statute  to  review 
projected  annual  revenues  and  approve  the  reasonableness  of  rates. 
A  uniform  system  of  reporting  was  developed  by  the  Commission  and 
is  presently  in  use  by  all  hospitals  in  the  State. 


Washington  U.S.A. 


Percentage  Increase  in 
Inpatient  Expenses 
1975 

1976 

Percentage  Increase  in 
Inpatient  Expense  per  Admission 

1975 

1976 


20.9% 


16.0% 


20.3% 


16.0% 


18.9% 


14.8% 


16.3% 


13.4% 


Inpatient  Reds  per  1000  Population  3.3 

Occupancy  Rate  66.8 

Length  of  Stay  5.6 

Inpatient  Admissions  per  1000  Population  146 

Adjusted  Expense  per  Admission  $983 


4.5 
74.6 
7.7 

160 
$1169 


Note:  The  source  for  all  figures  is  the  American  Hospital 
Association.  All  figures  are  for  1976  unless  otherwise 
noted  . 
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Wi  scons in 


The  Wisconsin  Hospital  Rate  Review  Committee  was  established 
in  1975.  It  has  20  members  chosen  by  the  Governor,  Blue  Cross,  and 
the  State  hospital  association.  All  payers  except  Medicare  are 
covered.  The  approach  used  is  budget/rate  review  and  approval. 
Actual  budget  analysis  is  performed  by  the  staff  of  Blue  Cross,  and 
technical  support  for  developing  methodology  is  provided  by  the 
staff  of  the  Department  of  Health  and  Social  Services.  Final 
authority  to  decide  on  the  reasonableness  of  rates  rests  with  the 
Rate  Review  Committee. 


Percentage  Increase  in 
Inpatient  Expenses 


Wisconsin  U.S.A. 


1975 

15.6% 

18.9% 

1976 

18.4% 

14.8% 

Percentage  Increase  in 
Inpatient  Expense  per  Admission 

1975 

15.1% 

16.3% 

1976 

18.9% 

13.4% 

Inpatient  Beds  per  1000  Population 

5.3 

4.5 

Occupancy  Rate 

70.6 

74.6 

Length  of  Stay 

8.4 

7.7 

Inpatient  Admissions  per  1000  Population 

162 

160 

Adjusted  Expense  per  Admission 

$1115 

$1169 

Note:  The  source  for  all  figures  is  the  American  Hospital 
Association.  All  figures  are  for  1976  unless  otherwise 
noted . 
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Medicaid  Quality  Control  System* 


On  April  1,  1978,  Federal  regulations  were  issued  which 
required  each  State  Medicaid  agency  to  implement  a  revised  Medicaid 
Ouality  Control  (MOC)  system.  The  purpose  of  the  new  MQC  system 
is : 

-  to     examine    a     statistical     sample     of    Medicaid     cases  to 
determine : 

-  what  percent  are  eligible  and  ineligible 

-  how  much  money  was  incorrectly  paid  out  for 

..ineligible  recipients 

.  .unrecovered  third  party  insurance 

..claims  processing  errors 

-  to     identify    the     reasons     for    errors  so     that  corrective 
action  and  error  reduction  programs  can  be  implemented. 

I  will  begin  with  a  brief  overview  of  the  Medicaid  Quality 
Control  system  —  what  it  is,  how  it  operates,  some  of  its 
problems,  the  kinds  of  benefits  or  payoffs  the  system  offers  and 
what  the  roles  of  the  State  legislators  might  be  in  helping  us 
solve  some  problems. 

First,  a  brief  status  report  would  be  helpful.  It  is  clear 
that  a  very  sharp  growth  has  occurred  in  the  Medicaid  program  in 
the  last  seven  years:  recipients  have  increased  by  about  60 
percent  to  23.5  million  persons.  This  growth  averages  out  to  about 
a  million  and  a  half  new  persons  being  added  to  the  Medicaid 
program  on  an  annual  basis;  expenditures  have  increased  over  300% 
to  $18  billion  or  an  average  increase  of  $1.5  billion  per  year. 

It  was  practically  inevitable  that  under  conditions  of  such 
rapid  growth,  normal  management  and  fiscal  control  systems  would  be 
overwhelmed  —  in  fact,  would  collapse  —  and  that  the  level  of 
recipient  ineligibility  and  provider  fraud  and  abuse  would 
increase . 

*  These  remarks  were  made  by  Victor  Kugajevsky,  then  Deputy 
Director  of  Financial  Management,  Medicaid  Bureau,  before  the 
State  Legislators  Conference  in  Denver,  Colorado,  on  March  12, 
1977.  Some  editorial  changes  have  been  made  for  publication 
purposes . 
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Indeed,  management  controls  did  collapse.  The  mass  media  has  been 
reporting  extensive  fraud  and  abuse,  ranging  from  things  like 
recipient  dishonesty  where  false  statements  about  income  or 
resources  are  given  in  order  to  qualify  for  Medicaid  coverage,  to 
administrative  failures  on  the  part  of  the  agencies  running  these 
programs  in  terms  of  not  being  able  to  take  ineligibles  off  the 
rolls  early  enough  and  recalling  their  Medicaid  cards.  As  a  result 
a  person  who  is  ineligible  this  month  may  continue  to  carry  and 
illegally  use  a  valid  Medicaid  card  for  the  next  year  or  so. 


How  bad  is  the  problem?  Some  preliminary  audits  by  the 
General  Accounting  Office  have  shown  that  in  several  States  the 
rates  of  recipient  ineligibility  have  run  as  high  as  28  percent. 
At  thes-e  levels  of  ineligibility,  over  a  billion  dollars  of 
Medicaid  funds  are  misspent  each  year  for  Medicaid  coverage  for 
people  who  do  not  qualify. 

In  order  to  check  this  problem,  we  instituted  a  three-fold 
management  control  effort  in  the  Medicaid  program,  corresponding  to 
the  three  segments  of  the  Medicaid  program. 

First,  there  is  client  intake.  That  is  what  the  old  Medicaid 
Quality  Control  program  was  principally  focused  on.  Next  is  the 
utilization  control,  designed  to  control  the  appropriateness  of  the 
services.     And  last  is  provider  fraud  and  abuse  control  programs. 

Essentially,  Medicaid  Quality  Control  began  as  a  front-end 
kind  of  program.  It  tried  to  insure  that  the  people  getting  into 
the  program  were  eligible.  The  first  version  of  Medicaid  Quality 
Control  was  to  be  implemented  by  each  State  as  of  June,  1975.  That 
is  when  the  regulations  requiring  each  State  to  implement  the 
program  went  into  effect.  The  purpose  of  the  program  was 
essentially  three-fold: 

1.  to      provide     State    Medicaid    program    administrators  an 
accurate  measure  of  ineligibility  error  rates; 

2.  to     provide    information  on  what  are     the  causes  for  these 
errors;  and 

3.  to  identify  the  best  ways  or  corrective  actions  to  rectify 
or  eliminate  these  errors. 


The  early  version  of  the  Medicaid  Quality  Control  program 
covered  essentially  the  "medically  needy"  segment  of  the  Medicaid 
population.  That  segment  accounts  for  34  percent  of  the  recipients 
and  approximately  55  percent  of  Medicaid  expenditures.  The  reason 
the  other  two  segments  of  the  Medicaid  population  (AFDC  and  SSI) 
are  not  covered  by  the  Medicaid  Quality  Control  program  is  because 
these     segments     were     covered     by     the  AFDC  &     SSI  Quality  Control 
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programs . 


How  does  Medicaid  Quality  Control  work?  Basically,  the 
program  is  based  on  a  long-established  "quality  control"  system 
concept  used  throughout  American  industry.  Under  these  "QC" 
systems,  the  quality  or  accuracy  of  products  or  services  is 
examined.  This  is  done  by  taking  a  statistical  sample  that  is 
representative  of  the  total  universe  being  considered.  By 
examining  this  sample  we  know  what  the  quality  of  products  is  in 
the  total  production  flow.  In  the  early  version  of  Medicaid  QC, 
18,000  claims  were  reviewed  by  States  every  6  months  to  determine 
whether  a  person  for  whom  that  claim  was  paid  was  eligible.  There 
is  a  Federal  re-review  of  a  sub-sample  of  3500  claims  of  those 
18,000  claims,  to  verify  the  accuracy  of  the  State  reviews.  The 
results  of  these  reviews  produce  the  final  information  on 
ineligibility  error  rates  in  each  State's  Medicaid  program.  These 
rates  are  used  to  identify  the  amount  of  erroneous  expenditures 
being  caused  by  ineligibles  who  are  receiving  Medicaid  coverage, 
what  the  concentrations  of  these  errors  are  in  terms  of  such  things 
as  whether  they  arise  primarily  out  of  institutional  or 
noninstitutional  sources,  and  what  kind  of  corrective  actions  need 
to  be  taken  in  order  to  eliminate  the  sources  of  these 
ineligibility  errors.  Then  a  corrective  action  plan  is  developed 
that  the  State  is  expected  to  implement,  to  correct  these  problems. 
HEW  provides  technical  assistance  to  States  in  the  design  and 
implementation  of  the  corrective  action  plan. 

The  last  component  of  the  Medicaid  QC  program  is  reporting. 
Reports  are  very  simple  in  this  program.  There  is  a  periodic 
statistical  report  where  every  six  months  the  State  reports  its 
error  rate  results  and  there  is  a  State  corrective  action  plan 
where  the  State  identifies  what  kind  of  actions  it  will  undertake 
to  remedy  the  eligibility  problems  that  have  been  identified. 

HEW  issued  a  regulation  in  July,  1975,  requiring  States  to 
implement  this  QC  program.  Many  States  did  not  implement  the 
program.  The  chart  following  this  page  shows,  for  one  6  month 
period,  which  States  did  and  did  not  implement  the  QC  program.  In 
essence,  the  OC  program  had  not  been  implemented  nationwide  and 
certainly  not  in  those  States  that  generate  the  high  levels  of 
Medicaid  expenditures. 

What  are  some  of  the  preliminary  results  that  have  been 
achieved  in  the  program  to  date?  Those  States  that  have 
successfully  implemented  the  program  have  begun  to  identify  some 
causes  of  eligibility  errors,  and  have  begun  to  take  the  kinds  of 
corrective  actions  required  to  begin  remedying  these  errors.  HEW 
is  also  undertaking  some  efforts  to  make  the  whole  eligibility 
process  less  complicated  and  less  confusing.  We  are  suggesting 
modifications     in     the     legislation.      We    are     simplifying  various 


209 


regulations,  and  simplifying  the  whole  eligibility  determination 
process.  We  have  established  something  called  the  Institute  for 
Medicaid  Management  which  will  begin  collecting,  and  then 
disseminating  to  State  "how-to-do-it"  publications  on  "best 
practices"  techniques  for  reducing  errors. 

What  this  Institute  will  do  is  collect  proven  techniques  for 
reducing  errors  and  then  disseminate  them  to  other  States  and 
coordinate  technical  assistance  that  would  provide  direct  advice  to 
States  on  how  to  use  these  proven  techniques  for  reducing  errors. 

Why  is  Medicaid  Quality  Control  important  for  States? 
Basically,  there  exists  a  powerful  cost  benefit  leverage  in  the 
program.  If  all  States  implement  the  program,  the  direct  costs 
will  be  the  following:  around  five  hundred  staff  persons  will  be 
required  nationwide  -  ninety  Federal  and  four  hundred  and  ten 
among  the  States.  The  total  cost  of  these  staff  would  be  at  least 
of  this  order:  assuming  that  there  would  be  the  same  rate  of 
improvement  as  States  have  made  in  reducing  AFDC  ineligibility 
errors  through  the  AFDC  Ouality  Control  Program,  around  20  percent 
a  year,  States  could  save,  nationwide,  $190  million  per  year  that 
is  currently  being  lost  on  ineligibles  in  their  various  Medicaid 
programs.  Overall,  as  shown  in  Figure  1,  the  total  estimated  loss 
in  dollars  (July,  1977)  for  payments  for  medical  services  to 
ineligibles  is  over  a  billion  dollars.  Of  this  about  $187  million 
derives  from  ineligibles  in  the  AFDC  segment  of  the  program  and 
around  $150  million  for  ineligibles  flowing  into  the  Medicaid 
program  from  the  SSI  program. 

In  short,  given  the  magnitude  of  this  dollar  loss,  there 
should  be  ample  reason  for  every  State  to  vigorously  implement  the 
Medicaid  Ouality  Control  program,  particularly  so  since  half  the 
money  is  State  funds  and  most  States  have  proven  in  the  AFDC 
program  that  ineligibility  errors  can  be  reduced. 

What  are  some  of  the  problems  standing  in  the  way  of 
implementing  the  programs?  They  are  essentially  three-fold.  Some 
States  lack  commitment  to  the  Medicaid  Quality  Control  program. 
They  simply  have  not  allocated  the  handful  of  staff  positions 
required  to  implement  it. 

Secondly,  State  administrators,  health  and  welfare,  and 
umbrella  agency  administrators,  lack  the  sort  of  fiscal  penalty 
leverage  to  get  the  required  staff  from  State  legislatures  for 
implementing  Medicaid  Ouality  Control.  In  AFDC,  with  the  threat  of 
a  fiscal  penalty,  all  States  implemented  the  AFDC  OC  program  almost 
overnight,  once  the  Federal  government  announced  its  planned  fiscal 
penalty.  Such  fiscal  penalties  are  not  now  in  the  MOC  program, 
which  makes  it  difficult  for  Medicaid  program  administrators  to 
convince     their    State    legislatures    and  their    governors  that  the 
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program  needs  to  be  implemented.* 


The  third  set  of  problems  dealt  with  technical  defects  in  the 
OC  system.  The  early  version  of  the  QC  focused  only  on  measuring 
eligibility  errors  for  a  segment  of  all  Medicaid  recipients.  This 
left  a  large  slice  of  the  Medicaid  population  uncovered  by  OC,  and 
many  errors  unmeasured.  In  summer,  1977,  HEW  began  working  with 
States  to  revise  the  OC  system.  This  has  been  completed  and  a  new 
OC  system  was  developed;  States  were  required  to  implement  it 
starting  April  1,  1978.  The  new  OC  system  for  Medicaid  has  several 
key  features  including: 

a  nationwide  sample  of  77,000  cases  that  cover  the  total 
Medicaid  population 

each  State  has  a  sample  that  is  statistically 
representative  of  its  Medicaid  population 

-     the     OC    system  measures  the  amount    of  Medicaid  funds  that 
are  misspent  on  3  types  of  errors- 


—  ineligible  recipients 


—  unrecovered  third  party  liability  (TPL)  (Medicaid 
recipient  has  other  health  insurance  that  should  pay  for 
his  medical  expenses)  and 

—  claims  processing  (CP)  errors  (claims  paid  for 
unallowable  services,  above  State  fee  schedule,  etc.). 

All  States  should  be  operating  this  new  OC  system. 


While  implementing  the  new  OC  system  will  inherently  improve 
management  control  of  Medicaid,  a  much  more  urgent  reason  to 
implement  and  apply  the  OC  system  is  the  excessively  high  level  of 
misspent  Medicaid  funds.  In  1977,  over  12%  of  Medicaid's  funds 
were  misspent  on  ineligibles,  TPL  and  CP  errors.  The  table 
following  this  page  shows  HEW' s  estimate  of  the  level  of  misspent 
funds  in  each  State.  Implementing  the  new  OC  system  will  do  two 
things  for  each  State: 


On  July  7,  1978,  HEW  issued  a  notice  that  it  was  planning  to 
adopt  a  similar  fiscal  penalty  policy  under  which  States  that 
failed  to  reduce  eligibility  errors  to  a  preset  "tolerance" 
would  lose  some  Federal  funds.  This  regulation  was  published  in 
final  on  March  7,  1979. 
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-  provide  a  precise  measure  of  the  level  of  misspent  funds, 
and 

-  provide  the  basis  for  reducing  this  waste. 

HEW  is  urging  States  to  apply  the  OC  system  to  their  Medicaid 
programs.  Beyond  this  HEW  also  is  doing  several  other  things  in 
the  OC  area: 

-  national  targets  have  been  set  for  reducing  the  level  of 
erroneously  spent  Medicaid  funds 

-  special  briefings  for  governors  and  State  legislators  are 
being  scheduled  to  inform  them  of  this  error  reduction 
effort . 

In  addition  HEW  is  seriously  trying  to  look  at  the  Federal 
legislative  and  regulatory  causes  of  errors,  and  attempting  to 
eliminate  those,  by  simplifying  regulations,  and  by  clarifying 
conflicts. 

A  stepped  up  public  affairs  campaign  is  being  planned  by  HEW 
to  make  the  general  public  more  aware  of  what  is  happening  in  the 
Medicaid  program,  how  much  money  is  being  lost,  and  where  different 
States  are  in  terms  of  implementing  the  Medicaid  Quality  Control. 

What  also  is  needed  is  for  State  legislators  to  take  the  time 
out  of  their  busy  schedules  to  pay  a  little  more  attention  to  the 
Medicaid  program.  Secondly,  legislators  should  sit  down  with  the 
Medicaid  administrators  in  each  of  their  States  and  find  out  what 
they  are  doing  with  the  QC  system  to  get  a  handle  on  controlling 
the  high  levels  of  erroneous  expenditures  for  ineligibles. 
Thirdly,  legislators  should  set  some  goals  against  which  those 
administrators  can  be  held  accountable.  And  lastly,  legislators 
should  provide  the  kind  of  resources  that  will  be  needed  to  get 
this  program  going. 
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